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ABSTRACT 
The purpose of this study was to develop a comprehensive framework to forecast that 
a business is entering a distressed situation and to identify the warning signs to look 
out for before it is too late to turn the business around in order to maintain a sustainable 
future. 
The possible solution lies in what business owners and management can do, and look 
out for, to avoid business failure.  The intended contribution of the study was to design 
a framework for most businesses, especially SMMEs, to follow to avoid business 
failure. 
Therefore, it can be seen from this study that it is critical for business owners and 
management to be innovative in their business to achieve competitive advantage and, 
as such, remain sustainable. Stakeholder relationships are critical to achieving a 
competitive advantage. 
Financial Analysis, Technology Management, Innovation, Organisational Design and 
Risk Management are interrelated and are very inter-dependent when seeking to avoid 
business failure. 
However, innovation and technology management have a significant influence on 
business failure and, as such, are critical to the success of the business. 
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CHAPTER 1 
SCOPE OF THE STUDY 
1.1 INTRODUCTION 
This chapter introduces the scope of the study, the research methodology and what 
the study aims to contribute to business. 
South African small, medium and micro enterprises (SMMEs) struggle with avoiding 
business failure.  In South Africa a number of SMMEs have closed down over the past 
seven years mainly due to cash flow constraints resulting in their liquidation.   
The Bureau of Economic Research from the University of Stellenbosch, commissioned 
by The Small Enterprise Development Agency (SEDA), in January 2016, prepared a 
report which presents a broad statistical overview of the SMMEs of South Africa. The 
report highlights the risks faced by SMMEs, that the majority fail in the first year and 
that the main reasons for failure are lack of access to finance and poor profitability 
(Bureau of Economic Research, 2016). 
The question is whether a comprehensive framework can be developed to forecast 
whether a business is entering a distressed situation and what the warning signs are 
to look out for before it is too late to turn the business around in order to maintain a 
sustainable future. 
It appears that a lack of monitoring a predetermined budget against actual performance 
may be a cause of the problem.  Many business owners do not set financial goals nor 
have a clear strategy nor objectives for the business. Business owners, also, do not 
have a sense of the market in which the business is operating nor what competitors 
are doing. 
The possible solution lies in what business owners and management can do and look 
out for to avoid business failure.  The intended contribution of the study was to design 
a framework for most businesses, especially SMMEs, to follow to avoid business 
failure. 
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Table 1.1 below, as per the National Small Enterprise Act no.102 of 1996, represents 
the classification of businesses between small, medium and micro enterprises by 
sector based on the number of employees, annual turnover and gross asset value. 
TABLE 1.1: SMME CLASSIFICATION BY SECTOR 
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Source: National Small Enterprise Act no.102 of 1996, 2018 
Table 1.2 below is a summarisation of SMME classification by the South African 
Institute of Tax Professionals (2018). 
TABLE 1.2: SUMMARY OF SMME CLASSIFICATION 
 
Source: The South African Institute of Tax Professionals, 2018 
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1.2 PROBLEM STATEMENT 
Closure of businesses reduces the amount of taxes collected by the government to 
fund the country’s infrastructure development, thereby impacting upon the economy of 
a country. 
According to the South African Reserve Bank’s Quarterly Bulletin for June 2018, 
growth in real gross fixed capital outlays by private business enterprises decreased 
from 9.9% in the fourth quarter of 2017 to -2.7% in the first quarter of 2018 (South 
African Reserve Bank, 2018). Figure 1.1 below graph demonstrates the contributions 
to growth in real gross fixed capital by private business, public corporations and 
government. 
Source: South African Reserve Bank, 2018 
FIGURE 1.1: CONTRIBUTIONS TO GROWTH IN REAL GROSS FIXED CAPITAL 
FORMATION 
Closure of businesses creates unemployment which reduces the Gross National 
Income per capita in a country. 
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According to the Quarterly Employment Statistics survey of Statistics South Africa (as 
cited in South African Reserve Bank, 2018), total enterprise-surveyed formal non-
agricultural employment decreased marginally in the fourth quarter of 2017, with the 
level of employment remaining broadly unchanged at 9.7 million. On an annual 
average basis, growth in enterprise-surveyed formal non-agricultural employment 
slowed continuously from a peak of 2.5% in 2011 to -0.2% in 2017. In 2017, the level 
of employment was almost the same as in 2014 (South African Reserve Bank, 2018). 
The following are three recent examples of many businesses in South Africa that have 
failed, or reduced operations, causing unemployment, namely SRF Industex, Johnson 
and Johnson and General Motors Corporation (GM). 
Closure of the industrial manufacturer SRF Industex, a Port Elizabeth industrial 
manufacturer which permanently closed its doors, left about 200 employees out of work 
(Gilham, 2017,(a))  
Johnson and Johnson retrenched 114 workers from the end of May 2017 (Mukhuthu, 
2017). 
“Shutting down operations in South Africa will have a major impact not just on GM 
plants, but for companies along the value chain as well” (Gillham, 2017, (c)). 
The closure of one business has a knock-on effect on other small businesses down 
the line. Therefore, even though GM is a multinational corporation, the closure impacts 
upon SMME businesses providing goods and services to GM. 
In an article in Herald Live, Gilham (2017) (b) states that in South Africa, unemployment 
in the Nelson Mandela Bay area (Port Elizabeth) increased by 4.3% in the second 
quarter of 2017 to reach a high of 34.4%. Statistics SA said that the Eastern Cape 
Province had lost 26 000 jobs between January 2017 and June 2017, with 13 000 of 
these jobs having been lost in Nelson Mandela Bay. Buffalo City lost 5 000 jobs with 
the remainder being lost in non-metro areas (Gilham, 2017, (b)). 
The situation is becoming dire and unmanageable in South Africa as businesses close 
down.  The impact of the problem on management is that of having to retrench 
colleagues with which one has a psychological relationship. 
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Employees lose their jobs and often breadwinners have to move elsewhere to find work 
to feed their families.  Often displacing families causes dysfunctional societies. As 
unemployment increases, the economy deteriorates and the Gross Domestic Product 
(GDP) per capita reduces at an increasing rate as the population increases. 
If businesses stop failing but rather remain sustainable, the state of the country and 
the overall economy would improve. 
As mentioned in the introduction, a lack of monitoring of a predetermined budget 
against actual performance may be a cause of the problem.  Many business owners 
do not set financial goals nor have a clear strategy and objectives for their business. 
According to Lussier and Pfeifer (2001) (as cited in Teng, Bhatia & Anwar, 2011) 
businesses that do not develop specific business plans have a greater chance of 
failure.  
Business owners also do not have a sense of the market in which the business is 
operating nor of what competitors are doing. Chen (as cited in Ambe & Sartorius, 2002) 
emphasises the importance of competitive behaviour to take advantage as ‘first-mover’ 
or other initiatives to gain competitive advantage. 
Business owners and management do not innovate to achieve operational efficiencies 
better than the competition. They do not monitor performance and as such do not really 
understand the cost of operating ‘day-to-day’. Spending money on training to ensure 
adequate skills and multi-skilled employees with effective learnership programs is often 
ignored as it is seen as an unnecessary cost. 
Binti, Zeni and Ameer (2010) have suggested to reverse a decline due to internal 
problems, a company should focus on rectifying the internal causes, for example, if the 
causes of decline are related to inefficient operations.  They also propose that under 
severe distress conditions, assets should be innovatively utilised to better meet a 
changing strategy to achieve competitive advantage. They also argue that based on 
resource dependency theory, where business owners and management have not 
utilised the company’s resources efficiently and effectively, by identifying these 
deficiencies and as such areas of risk, they can initiate turnaround efforts (Binti, Zeni, 
& Ameer, 2010). 
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Even though Binti et al. (2010) results from their study confirmed their hypotheses that 
a successful turnaround was associated with the severity of the company’s distressed 
state, its size, profit and liquidity, they also conclude that besides only using financial 
data, the inclusion of non-financial factors in the model might improve results. The 
examples they give for non-financial factors include economic conditions, management 
turnover and government support. However, they do not expand on these factors (Binti, 
Zeni, & Ameer, 2010). 
The question is then that, besides financial analysis, what are the other critical success 
factors which may assist in avoiding business failure and, as such, avoiding the need 
for a turnaround plan, and, if possible, to avoid reaching such a position in a business. 
It will be seen in the literature review that each study has solutions to avoid business 
failure. However, there appears to be no holistic approach or framework to consider 
when running a business to avoid business failure. 
It cannot only be about the finances. The issue is that even if a business is financially 
sound and in the safe zone of Altman’s model, (Correia, Flynn, Uliana, Wormald, & 
Dillon, 2015), a business may lose a major customer, or an unknown competitor new 
to the industry in which the business operates may enter the market and completely 
disrupt the market with new technology. 
The critical success factors are sourced from various research studies which can be 
consolidated into a proposed framework. Business owners and management should 
actively consider each critical success factor in the context of their business in order to 
proactively formulate assessments on a regular basis in order to avoid business failure. 
The type of questions business owners and management should ask are the following: 
• Are we performing an adequate financial analysis of the business, including 
using Altman’s model for past and future projections? 
• Are we implementing and monitoring adequate internal controls and 
performance targets? 
• Are we innovative in the way we do business to meet customer requirements? 
• Are equipment and IT systems adequate or do they need to be upgraded? 
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• Do we have the necessary level of skill to take advantage of the Learning Curve 
effect? 
1.3 LITERATURE REVIEW 
The critical success factors identified to avoid business failure are financial analysis, 
risk management, innovation, technology management and organisational design. By 
applying an assessment in all these areas and implementing activities to address 
weaknesses from the assessments, a business may avoid failure. 
1.3.1 Financial Analysis 
Beaver, Altman, Deakin, Ohlson and LeClere (as cited in Binti et al., 2010), confirm 
that financial ratios have been used to make predictions of corporate failures.  
Agarwal and Taffler, Smith and Graves (as cited in Binti et al., 2010) propose that most 
of the corporate failure prediction studies have used Z-score models developed by 
Altman. It is believed that this model is the most thoroughly tested and broadly 
accepted financial distress prediction model. It relies on financial ratios and the 
statistical technique of a Multiple Discriminant Analysis to determine the companies’ 
financial health. Besides making the prediction about the financial distress of the 
companies, some researchers have suggested that it is also important to identify those 
financially distressed companies that have the potential to survive or to be turned 
around. Therefore, financial analysis incorporates Altman’s failure prediction or 
financial distress model not only on historical financial results, but also in forecasting 
and budgeting for financial projections. 
Business owners and management need to forecast and budget financial projections 
for the business based on current business and expected future business to determine 
the financial goals for the company.  Thereafter, monitoring of actual financial results 
against budget is imperative to determine the trajectory the business is achieving in 
reality and in determining the factors contributing to the results. 
Revision of the forecasted projections and the development of various scenarios is 
essential, based on changes in the macro- and micro-economic environment.  
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Therefore actions such as factoring in, for example, potential sales price changes due 
to competitors changing their prices become necessary. 
1.3.2 Risk Management 
Haron, Rahman and Smith (2013) conducted research in the area of management 
accounting practices and the turnaround process in which Asian Airlines was used as 
a case study.  They identified key areas that contributed to a successful turnaround, 
one of which was the internal control environment. Internal controls were strengthened 
through increased awareness among business units of the importance of effective 
internal controls. Asian Airlines also recognised the importance of tracking 
performance regularly and of monitoring the strategic alignment of all initiatives. 
Operations were tracked to ensure the consistent delivery of a high level of quality 
service to the customers. 
Risk management, therefore, encompasses the implementation and monitoring of 
internal controls and performance. Performance monitoring of predetermined 
objectives and goals set, and the actual achievements thereof assists in identifying 
business risks and helps in implementing activities to mitigate the risk. 
Responsiveness, or lack thereof, to the macro-economic environment impacts such as 
government decisions would form part of risk management. 
1.3.3 Innovation 
Innovation is necessary to stay ahead of the competition, to be faster, smarter and to 
ensure that the business exceeds customers’ increasing expectations. 
Day and Moorman (2013) looked at a turnaround process from the ‘outside-in’ to 
understand the customers’ expectations. They conducted in-depth investigations of six 
businesses that had successful turnarounds and which indicated that they had 
regained the loyalty of their customers by pursuing a similar approach and that would 
be applicable to a variety of businesses. In each of the six cases, the outside-in 
turnaround began with a new management team that stepped outside the boundaries 
and constraints of the company and looked at its market through the eyes of customers 
and competitors.  
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Managers of these six businesses were looking for the answers to the following 
questions:  
• How and why are customers changing?  
• What new needs do customers have?  
• Why is our value proposition less relevant? 
• What are competitors doing? 
• How can we get ahead of competitors? 
New ideas and thinking outside the box are often necessary to avoid business failure. 
1.3.4 Technology Management 
To remain operationally effective and efficient in relation to competitors often requires 
that equipment and IT systems be upgraded. 
According to Boyd (2011) companies often start a downward spiral when they ignore 
changes in the competitive landscape, fail to keep up with new technologies, or ignore 
the changing needs of their customers. 
Sometimes the slightest changes to a business website to meet customer or supplier 
requirements can ensure business continuity. 
1.3.5 Organisational Design 
According to Haron et al (2013) people perspectives were in line with the business 
focus to exploit the talents and capabilities of all employees, helping them to reach 
their maximum potential both as individuals and as teams. 
According to Boyd (2011) it is necessary to optimise the talent in a company in order 
to get ahead of competition and a company needs to recruit and retain talented people. 
It is also necessary to allow creative people to work in all areas of the business to 
encourage others to develop new ideas and to participate with energy and enthusiasm.  
Business owners and management should align talent and skills to an organisational 
structure that meets the business objectives and which ultimately meets the customers’ 
expectations. 
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1.4 HYPOTHESISED FRAMEWORK 
The base framework developed from the literature review of critical success factors to 
avoid business failure is represented in the Figure 1.2 below. 
 
FIGURE 1.2: THE HYPOTHESISED FRAMEWORK 
The dependent variable is Business Failure which the study aims to avoid by virtue of 
the independent variables identified as Financial Analysis, Risk Management, 
Innovation, Technology Management and Organisational Design. 
The hypotheses formulated were a null and alternative hypotheses for each 
independent variable in relation to the dependent variable. 
Therefore the following hypotheses were formulated: 
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Financial Analysis 
• The null hypothesis: H1o: There is no significant relationship between financial 
analysis and avoiding business failure. 
• The alternative hypothesis: H1: There is a significant relationship between 
financial analysis and avoiding business failure. 
Risk Management 
• The null hypothesis: H2o: There is no significant relationship between risk 
management and avoiding business failure. 
• The alternative hypothesis: H2: There is a significant relationship between risk 
management and avoiding business failure. 
Innovation 
• The null hypothesis: H3o: There is no significant relationship between 
innovation and avoiding business failure. 
• The alternative hypothesis: H3: There is a significant relationship between 
innovation and avoiding business failure. 
Technology Management 
• The null hypothesis: H4o: There is no significant relationship between 
technology management and avoiding business failure. 
• The alternative hypothesis: H4: There is a significant relationship between 
technology management and avoiding business failure. 
Organisational Design 
• The null hypothesis: H5o: There is no significant relationship between 
organisational design and avoiding business failure. 
• The alternative hypothesis: H5: There is a significant relationship between 
organisational design and avoiding business failure. 
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1.5 PURPOSE/ RATIONALE/ CONTRIBUTION OF THE STUDY 
The possible solution lies in what business owners and management can do and look 
out for, to avoid business failure.  The intended contribution of the study was to design 
a framework for most businesses, especially SMMEs, to follow to avoid business 
failure. 
• To ensure that business owners and management are performing an adequate 
financial analysis of the business, including using Altman’s model for past and 
future projections.  
• To implement and monitor adequate internal controls and ensure performance 
targets are being achieved.  
• To be innovative in the way business is conducted to meet customer 
requirements.   
• To ensure equipment and IT systems are upgraded to the relevant level of 
technology to achieve operational efficiency.   
• To ensure that employees have the necessary level of skills to take advantage 
of the Learning Curve effect. 
Avoiding business failure therefore reduces the risk of retrenchments which decreases 
the risk of unemployment. 
1.6 RESEARCH QUESTIONS 
The following research questions have thus been developed from the purpose of the 
study for each of the independent variables identified from the literature review. 
1.6.1 Financial Analysis 
If business owners and management perform financial analysis, would it assist with 
avoiding business failure? 
1.6.2 Risk Management 
If business owners and management implement and monitor internal controls in their 
business, would it assist with avoiding business failure? 
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If they implement and monitor a performance management system would that assist 
with avoiding business failure? 
Do business owners and management consider it critical to identify risks to their 
organisation and to consider what controls and mitigating factors can be implemented 
to avoid business failure? 
1.6.3 Innovation 
If business owners and management are aware of their competitors and what is being 
offered by their competitors to customers can they avoid business failure? 
1.6.4 Technology Management 
If business owners and management upgrade equipment and the IT systems, can they 
avoid business failure? 
1.6.5 Organisational Design 
If business owners and management were to invest more in training and upskilling of 
their staff, would this assist in avoiding business failure? 
If they were to structure the organisation to better match skills with the changing 
environment would this assist in avoiding business failure? 
1.7 RESEARCH OBJECTIVES 
The primary objective of the study was to develop a comprehensive framework of 
critical success factors to assist in avoiding business failure. 
In order to achieve the above mentioned primary objective, the following secondary 
research objectives were pursued: 
a. Conduct a literature review on issues around business failure, identifying what 
areas previous researchers did not consider. The critical success factors 
identified from the literature review should provide a baseline to start building a 
comprehensive framework to apply in any business to avoid business failure. 
b. Design a questionnaire as a tool to measure the dependent and independent 
variables and the relationship between them. 
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c. Empirically test the hypotheses by conducting a survey with the questionnaire, 
identifying respondents, that are SMMEs within the Eastern Cape of South 
Africa, and establishing what they consider to be critical to avoid business 
failure. 
d. Statistically analyse the collected data. 
e. Interpret the findings, draw conclusions and make recommendations. 
The primary objective was to gain insight from the business owner in a business that 
has experienced, or is currently experiencing financial distress, on what are perceived 
to be critical success factors to avoid business failure. 
The critical success factors identified from the literature review provide a baseline from 
which to start building a comprehensive framework to apply in any business. 
The outcome from the survey should assist in confirming what have been identified as 
critical success factors and the elements therein; and assist in modifying the framework 
to include anything that is considered of importance, not identified from the literature 
review. 
1.8 RESEARCH METHODOLOGY 
1.8.1 Research Paradigm 
The research tradition within which this study is located is positivism and the 
methodological paradigm is a quantitative paradigm. 
The research design would follow the traditional school of thought by Babbie and 
Mouton (2015) and referred to as ‘positivism’ where the emphasis is on objective 
evidence and where the researcher is independent. 
This type of research is deductive with a conceptual and theoretical structure. The 
trustworthiness of a quantitative research design depends on validity, reliability and 
generalisability. 
1.8.2 Research Approach 
The research approach was an email survey through the Border Kei Chamber of 
Commerce which is a not-for profit, a-political, a-religious, membership-based 
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organisation which counts over 700 businesses as members in good standing, 
representing the private sector, thought leaders and academic institutions from a wide 
array of sectors. 
The Border-Kei Chamber of Business (BKCOB) was founded in 1877 and is the 
recognised ‘Voice of Business’ in the Eastern Cape region in South Africa which aims 
to create an enabling environment for economic activity and a platform for business to 
flourish (Border-Kei Chamber of Business, 2018). 
The survey was conducted with members of BKCOB with the approval of the 
committee. A closed-ended questionnaire was emailed to members with a cover letter 
explaining the purpose of the research.  Each variable would be measured in the 
questionnaire where the questions were asked through a rating scale known as a Likert 
Scale and ranging from ‘strongly disagree’ to ‘strongly agree’. 
1.8.3 Sampling Design 
The sampling design for quantitative research makes use of probability sampling 
based on random selection or non-probability sampling which is arbitrary and 
subjective. 
The target population in this study was SMMEs in South Africa.  The parameters of 
interest were SMMEs in financial distress or which had experienced business failure.  
The sampling frame was SMMEs operating in the Eastern Cape of South Africa, more 
specifically, SMMEs who are members of a well-established and reputable 
organisation known as the Border-Kei Chamber of Commerce.  In collaboration with 
them the survey was conducted with SMMEs that operate in the Border-Kei area and 
which covers most of the Eastern Cape Province of South Africa. 
In this study probability sampling was used where the sample was stratified to include 
SMMEs from various industries to ensure there were sub-populations of the various 
categories of SMMEs within all industries.  
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1.8.4 Data Collection Method  
The primary research data collection method that was used was that of closed-ended 
questions in a questionnaire.  The secondary research data collection method that was 
used was through the literature review. 
Questions were coded in order to facilitate collating the completed questionnaires.  The 
questionnaires were numbered to facilitate collation of data and where an error was 
identified the corresponding questionnaire could then be isolated. 
A Microsoft Excel spreadsheet was utilised to record the responses to the questions 
for each questionnaire of the selected degree of agreement of the Likert scale to each 
coded question. 
The said spreadsheet was then emailed to a statistician at Nelson Mandela University 
for statistical analysis from which the output was given to the researcher. 
1.8.5 Ethical Issues 
To comply with research ethics protocol, the business owner or manager of a business, 
as the respondent completed the questionnaire anonymously. 
The questionnaire excluded any personal, confidential and identifying information of 
the business owner or manager completing the questionnaire. 
The business name was not required to be completed in the questionnaire and which 
ensured anonymity of the business.  
In the case of secondary data, consideration was given to whether it was available in 
the public domain or open access with no copyright restrictions.  Journals used in the 
literature review are referenced per American Psychological Association (APA) method 
accordingly. 
The outcome of the survey, statistical analysis and interpretation thereof would be 
provided to respondents and the Border-Kei Chamber of Business. 
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1.8.6 Data Analysis Method 
According to Creswell (2014) the following six steps can be followed to analyse data:  
Step 1 – To report information about the number of respondents of the sample who did 
and did not return the survey. 
Step 2 – Determine a method by which response bias would be determined. According 
to Fowler (as cited in Creswell, 2014) response bias is the effect of 
nonresponses on survey estimates. Bias means that if non-respondents had 
responded, their responses would have substantially changed the overall 
results.  
Step 3 - Provide a descriptive analysis of data for all independent variables and the 
dependent variable in the study.  
Step 4 – If there were adequate respondents, perform inferential statistics analysis.  
At this stage it is also necessary to mention reliability checks for the internal 
consistency by way of the Cronbach Alpha statistic. 
Step 5 - Identify the statistics and the statistical computer program for testing the major 
inferential research questions or hypotheses in the proposed study. 
Step 6 - A final step in the data analysis was to present the results in tables or figures 
and interpret the results from the statistical tests. An interpretation in 
quantitative research means that the researcher draws conclusions from the 
results for the research questions, hypotheses and the larger meaning of the 
results (Creswell, 2014). 
1.8.7 Method of Reporting and Synthesis 
The findings/results from the study would be reported or synthesised as a theoretical 
model or framework as an outcome. From this a comprehensive framework would be 
developed from the research to ultimately avoid business failure. 
It would reach a conclusion on the null and alternative hypotheses for all the 
independent variables in relation to the dependent variable. 
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1.9 DEFINITION OF CONCEPTS 
The type of research is descriptive in order to describe the interpretation of the data 
analysis and statistical test.  The expected outcome was the identification of key critical 
success factors identified from business owners and management to avoid business 
failure. 
The logic of reasoning would be deductive from actual reality of SMMEs that had 
experienced a decline in profits and how they improved profitability by applying these 
critical success factors. 
1.10 OUTLINE OF THE STUDY 
Chapter 1 introduces the scope of the study, the research methodology and what the 
study aims to contribute to business. 
Chapter 2 provides a comprehensive literature review of academic journals where 
previous studies identified some critical success factors to avoid business failure. 
Chapter 3 expands on the methodology of the study in discussing the research 
approach, sampling design and data collection method and ensuring that the ethics 
protocol is followed throughout the research process.  
Chapter 4 provides for the reliability and validity of the research, the descriptive and 
inferential statistics and the interpretation thereof. 
Chapter 5 provides the discussion, conclusions and recommendations from the study. 
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CHAPTER 2 
LITERATURE REVIEW 
2.1  INTRODUCTION 
This chapter provides a comprehensive literature review of academic journals where 
previous studies identified some critical success factors to avoid business failure.  The 
dependent variable, Business failure and the independent variables, namely Financial 
Analysis, Risk Management, Innovation, Technology Management and Organisational 
Design are defined in this chapter and a theoretical framework developed from various 
studies. 
2.2 BUSINESS FAILURE 
According to Dun and Bradstreet (as cited in Mahamid, 2012) a business that has failed 
is defined in the following terms. 
• Stops operating following administration or bankruptcy. 
• Stops operating with losses to creditors after such actions as foreclosure or 
attachment. 
• Voluntarily withdraws - leaving unpaid debts. 
• Is involved in court actions that place the business property under the control of 
a receiver. 
• Voluntarily compromises creditors. 
Frederikslust (as cited in Mahamid, 2012) defined business failure as the inability of a 
firm to pay its obligations when they are due. It often happens when there is a severe 
decline in sales, economic recession, loss of an important customer, shortage of raw 
materials or management incompetence. 
Dun and Bradstreet (as cited in Mahamid, 2012) identify the major causes of business 
failure as the following: 
• Economic factors 
• Inexperience 
• Poor sales 
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• Expense 
• Customers 
• Fraud and neglect 
• Assets and capital 
• Disasters 
Dun and Bradstreet (as cited in Mahamid, 2012) further found that the most significant 
business failure causes are linked to the following economic factors:  
a. Bad profit 
b. High interest rates 
c. Loss of market share 
d. Low customer spending 
e. No future 
Jenkins and McKelvie (as cited in Dias & Teixeira, 2017) state that although business 
failure is hard to define, all definitions relate to the same significant event in the lives 
of organisations and individuals, the defining moment that unfolds over time and where 
the survival of a company ends, thereby creating losses for the investors and creditors 
of that company. 
According to Scherrer (2003) an important aspect of identifying early signals of 
business failure is an understanding of the effect that internal and external business 
environments have on business stability and profitability.  The internal environment 
consists of finance, production and marketing/distribution functions.  The external 
environment consists of legal/political, cultural/social, competitive, economic and 
technological elements. 
Scherrer (2003) states that eighty percent of business failures are caused by 
management’s inability to control the internal elements of finance, production and 
marketing/distribution. 
Figure 2.1 below, provides the internal signals of business decline, identified by 
Scherrer (2003) as internal controllable elements within management’s control, 
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namely; finance, production and marketing/distribution. Scherrer identifies three 
phases of decline, namely; early, mid-term and late. 
 
Source: Scherrer, 2003, pp.54 
FIGURE 2.1: INTERNAL SIGNALS OF BUSINESS DECLINE 
Therefore, the business owner needs to ensure that certain activities take place to 
ensure that the business avoids being even in the Early decline phase. 
The question remains what these activities would be to avoid a business entering the 
Early decline phase. 
The question is whether the internal signals of business decline identified by Scherrer 
are symptomatic rather than the source or cause of the business decline. For example, 
overdue accounts receivable where customers are not paying for goods or services 
when due could be as a result of price disagreements or where service is not performed 
at the level expected by the customer. 
Lussier (as cited in Teng et al., 2011) developed the so-called ‘Lussier Model’, a 
generic success versus failure prediction model.  A total of 15 factors that contribute to 
the firm’s success and failure were identified as indicated in Tables 2.1 and 2.2. The 
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Critical Success Factors (CSFs) identified by Lussier are the first 15 CSFs/variables 
and the CSFs numbered 16 to 26 were added by Teng, Bhatia and Anwar from studies 
as presented in Table 2.2. 
TABLE 2.1: SUCCESS VERSUS FAILURE: CRITICAL SUCCESS FACTORS 
 
Source: Teng, Bhatia & Anwar, 2011, pp.55 
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TABLE 2.2: CRITICAL SUCCESS FACTORS AS SUPPLEMENTED BY TENG ET 
AL. 
 
Source: Teng, Bhatia & Anwar, 2011, pp. 56 
These CSFs have been incorporated within the categories of the framework further 
into this chapter. However, the Teng et al. study does not consider many other areas 
identified in other studies.  
For example, Lussier’s model does not consider using Altman’s model which is 
considered in this framework under the category of financial analysis. 
Bono and McNamar (as cited in Hyder and Lussier, 2016) state that there is a need to 
test models in multiple countries which would confirm the model’s generalisability. The 
goal of their research was to test the Lussier 15 Variable Success/Failure model in 
Pakistan, South Asia, where there were no prior Success/Failure research studies that 
could be found. Subsequently the Lussier model was widely used as a global prediction 
model for business failure. 
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To avoid business failure one needs to understand what causes business failure and 
as such identify CSFs to minimise the risk of business failure. 
The main categories identified as CSFs from literature reviewed are; Financial 
Analysis, Risk Management, Innovation, Technology Management and Organisational 
Design and all of which are within the business owner’s control. 
2.3 FINANCIAL ANALYSIS 
2.3.1  Altman’s Failure Prediction Model 
In Chapter 1 it was identified in the study by Binti et al. (2010) that using Altman’s 
failure prediction model is the best distress model to predict business failure. 
Dias and Teixeira (2017) also refer to predicting failure of healthy firms through 
prediction modelling using financial ratios such as Altman’s model. 
Figure 2.2 below depicts Altman’s failure prediction model. 
 
Source: Correia, Flynn, Uliana, Wormald & Dillon, 2015, pp. 5-30 
FIGURE 2.2: ALTMAN'S FINANCIAL DISTRESS MODEL 
By using Altman’s Z” (EM) Model a business can predict potential financial failure. A 
Z- score greater than 2.60 falls in the ‘Safe’ Zone. However if the Z" score is less than 
2.6 yet is greater than 1.1 then the business is in the ‘Grey’ zone, a medium risk zone, 
therefore the risk of future financial failure is medium.  When the Z-score is less than 
1.1 then the business is in the ‘Distress’ zone (Correia, Flynn, Uliana, Wormald, & 
Dillon, 2015). 
When the business enters the ‘Grey’ zone, based on an accurate projected income 
statement and balance sheet figures, then the business owner needs to take control of 
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the business finances by striving to increase revenue, collect debt, ensure all fixed 
assets are fully utilised, costs are contained and ensure pricing is recovering costs and 
making adequate margins.  
Purves, Niblock and Sloan (2016) conducted research in the form of seven case 
studies which were benchmarked against Altman’s model. Only one case had a Z-
score in the desired ‘safe zone’. Six of the seven companies studied were between the 
‘Grey’ zone and the ‘Distress’ zone for their respective Z-score results, and three of 
these companies were successful. According to the Z-score of the successful 
companies, two of them were in the ‘Distress’ zone, indicating failure within a two-year 
period, and the other was in the ‘Grey’ zone, where caution would need to be 
exercised. 
Brabazon and Keenan (as cited in Purves et al., 2016) stated that the Z-score testing 
was a predictive model using historical financials over a three to five-year period, but 
combining Z-score testing with non-financial causes of success or failure may enable 
a shorter calculation period to be used. 
2.3.2 Value-added Predictors 
In a study conducted by Priego, Lizano and Madrid (2014) who analysed the behaviour 
of stakeholders and their impact on businesses that had failed, the writers considered 
the possibility of using financial indicators taken from the information contained in the 
Value-Added Statement as predictors in order to anticipate future business failure. 
Priego et al. (2014) concluded that a firm’s ability to meet stakeholders’ demands is 
dependent on its financial situation.  Therefore, firms that failed had devoted all their 
efforts to giving a part of the value-added to workers and creditors, while non-failed 
firms were able to compensate all their stakeholders. 
The key was, therefore, to finding that healthy balance in providing value-added to 
internal and external stakeholders.  To ensure the customer is receiving value-added, 
that their expectations are being met and at the same time added value is provided to 
employees.  
Table 2.3 below represents the financial formulae applied by Priego et al. 
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TABLE 2.3: EXPLANATORY VARIABLES OF STAKEHOLDERS' BEHAVIOUR 
  
Source: Priego, Lizano & Madrid, 2014, pp. 80 
The outcome of the study showed that the stakeholders’ behaviour in relation to their 
participation in the creation and sharing value-added affects the probability of business 
failure. It is important for the survival of the business to control the level of dependency 
it has on the stakeholders, especially in times of economic and financial crisis, as there 
is a high probability that the risk of insolvency depends on their behaviour (Priego et 
al., 2014). 
Therefore, these value-added calculations would be directly influenced by stakeholder 
management and stakeholder engagement which can be seen further in this chapter 
under the Risk Management and Organisational Design categories. 
2.3.3 Cash Flow Prediction Model 
Bhandari and Iyer (2013) selected the following seven variables to construct a business 
failure prediction model. 
a. Operating cash flow (OCF) divided by current liabilities (CL) (OCF/ CL) 
b. Cash flow coverage of interest (OCF before interest before tax/ Interest) 
c. Operating cash flow margin (OCF/ Sales) 
d. Operating cash flow return on total assets (OCF/ Assets) 
e. Earning quality (Earnings Before Interest Tax /OCF) 
f. Quick ratio or acid-test ratio (Current Assets - Inventory) / CL 
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g. Three years sales growth (Sales 3 Year Compound Annual Growth Rate = 
current year’s value / value 3 years ago) 
Most of the past attempts to build models to predict business failure used industry 
specific failed firms and financial ratios derived mostly from accrual accounting-based 
financial statements. A few studies did use cash flow measures but with limited 
success.  
Bhandari and Iyer (2013) used a sample of fifty failed firms from a more recent period 
(2008-2010) and belonging to twenty different industries. Multivariate data analysis 
was undertaken of a matched sample of one hundred firms using seven financial ratios, 
six of which were cash flow-based. The model correctly classified 83.3% of original 
grouped cases and 79.5% of cross-validated grouped cases (Bhandari & Iyer, 2013). 
Often cash flow constraints arise due to customers not paying when invoices are due 
or not paying at all and which results in constraints when unable to pay suppliers or 
creditors when payment is due.   
In the study by Bhandari and Iyer a cash flow prediction model was designed as a 
business failure predictor.  However, on its own it may be too late to avoid business 
failure. 
As mentioned, non-payment by customers may be a symptom of another issue, or 
prices charged for goods or services may not be adequate to cover operating 
expenditure.  This may be due to inefficient operations that are not performing cost 
effective activities and/or price changes in order to undercut the competition which are 
to the detriment of financial sustainability.  This is linked to the category of Risk 
Management further in this chapter and the sub-category therein of Risk Appetite. 
Purnanandam (as cited in Dikmen, Birgonul, Ozorhon & Sapci, 2010) defines financial 
distress as a low cash flow state in which a firm incurs losses without being insolvent. 
Pindado et al. (as cited in Dikmen et al., 2010) states that a firm is considered 
financially distressed, not only when it files for bankruptcy, but also whenever 
operational cash inflows are lower than financial expenses and its market value 
declines. 
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According to Scherrer (2003), management often does not recognise the internal 
signals of failure and blames external changes for their business’s decline.  Scherrer 
uses an example of a business which attributed a shortage of cash to poor collection 
and a lack of sales.  However, the shortage of cash indicated a larger problem where 
the firm was selling its products at a price that did not cover the variable costs of 
manufacturing and selling the products.  The business had a poor system of 
determining contribution margins, actual product costing and the direct cost of sales. 
According to Tucker, Windapo and Cattell (2015) the availability of finance has been 
the major setback for small and medium sized construction companies in South Africa. 
They are of the opinion that companies go out of business due to a lack of finance.  
The research by Tucker et al. (2015) investigated the relationship between financial 
capacity of firms and their performance. A model for predicting the financial 
performance of construction companies using their capital structure and net assets 
was developed. Based on the findings from their research, it could be concluded that 
the availability of finance to lower level contractors, whether in the form of financial 
loans or job awards, provides adequate cash flow into the firm and which improves 
performance. 
Therefore, the CSF to avoid business failure is maintaining a positive net cash flow at 
all times.  A business’ working capital cycle needs to work in its favour and if there are 
periods in which financing is required, as Tucker et al. confirm financial loans or 
additional revenue in the form of new jobs, that is an additional construction project or, 
in the case of manufacturing, additional orders, or in the case of a service type 
business, additional customers are secured. 
2.3.4 Predictive Statistical Method  
Mures-Quintana and García‐Gallego (2012) applied financial ratios and non-financial 
variables in their model on a sample of small and medium sized firms with head offices 
located in the region of Castilla y León, Spain, in order to prove the significance of non-
financial information on the prediction of business failure. 
Table 2.4 below represents the financial ratios used as independent variables. 
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TABLE 2.4: FINANCIAL RATIOS USED AS INDEPENDENT VARIABLES 
 
Source: Mures-Quintana & García‐Gallego, 2012, pp. 426 
Where financial ratios are based on financial data that is historical then this may be too 
late to avoid business failure and, unless the ratios are based on projected financial 
data, this could act as a mechanism for an early warning for potential business failure.  
However, projected financial data may not anticipate, for example, competitors 
disrupting the market. 
Therefore, there are non-financial factors to consider in predicting potential business 
failure.  Some of which were identified by Mures-Quintana and García‐Gallego in a 
Spanish context and which were largely economic factors. 
Table 2.5 below represents the non-financial independent variables identified by 
Mures-Quintana and García‐Gallego. 
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TABLE 2.5: NON-FINANCIAL INDEPENDENT VARIABLES 
 
Source: Mures-Quintana & García‐Gallego, 2012, pp. 427 
The outcome of the analysis allowed them to identify six factors correlated to 15 
financial ratios described as liquidity, liability structure, economic profitability, turnover, 
current position and cash flow. The 15 financial ratios, together with the external factors 
and non-financial variables, were used to estimate both models. The results of the 
predictive method have shown that other variables, apart from financial information, 
are useful in improving the ability of statistical methods to predict failure, since they 
reflect information that cannot be measured by financial ratios. Therefore, an accurate 
business failure model should consider both financial and non-financial information in 
order to achieve better results (Mures-Quintana & García‐Gallego, 2012). 
However additional non-financial factors need to be considered in such predictions and 
in avoiding business failure, for example, in terms of risk management and innovation 
not identified by Mures-Quintana and García‐Gallego. 
2.3.5 Conceptual Model 
The output from the study by Holt (2013) was a model specific to the construction 
industry business failure which centred on four General Failure Agents (GFA), namely; 
managerial, financial, macroeconomic environment and company characteristics. The 
financial GFA was to maintain effective estimating and accounting functions, closely 
monitor liquidity, avoid high gearing, to achieve appropriate returns on operating 
resources and control income, which included effective debt management. 
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As mentioned in Chapter 1 financial analysis should incorporate Altman’s failure 
prediction or financial distress model, not only in historical financial results, but also in 
forecasted or budgeted financial projections.   
Scherrer (2003) also emphasises the need for monitoring based on accurate financial 
statements, balance sheets and income statements which reflect the true value of the 
business that is without inflated assets, obsolete inventory and incorrect receivables, 
in order to ensure accurate budgets and cash projections. 
Financial analysis as a predictor of business failure should also include using financial 
indicators taken from the information contained in the Value-Added Statement as 
modelled by Priego et al. and future operating cash flow analysis as modelled by 
Bhandari and Iyer. 
In a study conducted by Mahamid (2012) the results were that failures of contracting 
businesses mostly arise from financially related factors, followed by managerial skills 
and externally related factors. 
Lussier (as cited in Teng et al., 2011) identified CSFs of adequate capital, accurate 
record keeping and financial control and planning in his prediction model of business 
failure (items 1, 2 and 5 in Table 2.1 above). 
Gosh and Kwan (as cited in Teng et al., 2011) identify the CSF of ‘lower costs of doing 
business’, as the higher the costs of doing business the higher the chance of failure 
(item 18 in Table 2.2 above). 
In the study conducted by Stokes and Blackburn (2002) one of the learning 
experiences of business owners who had run a business that had closed, was financial 
management. This includes financial record keeping, managing debtors and creditors, 
managing cash flow and overheads.  These are important for understanding how 
businesses are financed and to preserve capital for future investments.  Failure to 
control finances should be avoided. 
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2.4 RISK MANAGEMENT 
2.4.1 Internal Controls 
As mentioned in Chapter 1, Haron et al. (2013) conducted research in the area of 
management accounting practices and the turnaround process in which Asian Airlines 
was used as a case study.  They identified key areas that contributed to a successful 
turnaround, one of which was the internal control environment. 
A weak internal control environment results in deviation of processes. For example, a 
business owner has set up a process in manufacturing to ensure the operator of a 
machine is not injured, however, if the operator does not follow the process then the 
risk of injury is increased.  This ultimately, can result in loss of life or unnecessary 
medical costs that the business owner has not planned.   
2.4.2 Tracking Performance 
Haron et al. (2013) identified from the case study that Asian Airlines recognised the 
importance of tracking performance regularly and monitoring the coordination of these 
activities. Performance and business results were measured in terms of a balanced 
scorecard type of framework which consisted of financial, customer, operations, 
business growth and people as the elements. 
Kayanula and Quartey (as cited in Tucker et al., 2015) state that access to finance by 
contractors greatly influences their performance. The financial availability to SMMEs is 
a significant factor that impacts upon on achieving performance. 
Therefore, there is a direct and integrated relationship between financial viability and 
performance of a business.  Unfortunately a business needs cash flow and sustained 
profitability to make improvements.  Sometimes investing in improved technology can 
improve efficiency and performance in the long term.  As will be seen further in this 
chapter, technology management is also a critical success factor to avoid business 
failure. 
According to Tarí, Molina and Castejón (as cited in Metaxas, Koulouriotis and Emiris, 
2016) Total Quality Management (TQM) is a management system which consists of 
different practices that can help a business improve performance. It involves all 
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employees in the business and there should be a culture of learning to be able to 
achieve improvements.  
Ebrahimi and Sadeghi (as cited in Metaxas et al., 2016) identify seven quality 
management practices. 
a. Human resource management 
b. Customer focus and satisfaction 
c. Top management commitment and leadership 
d. Process management 
e. Supplier quality management 
f. Quality information and analysis 
g. Strategic quality planning 
They conclude that achieving excellence in all of these practices can improve 
performance results. 
The common thread between stakeholder management and stakeholder engagement 
can be seen as part of TQM to improve performance. For example, human resource 
management can be improved through effective internal stakeholder engagement and 
stakeholder management between employees. 
Customer satisfaction is achieved through effective external stakeholder engagement 
and stakeholder management with customers. 
Calvo-Mora, Navarro-García and Periañez-Cristobal (as cited in Metaxas et al., 2016) 
state that the way in which they involve suppliers and partners are key factors for 
managing knowledge and in influencing the performance of the organisation. Therefore 
effective external stakeholder engagement and stakeholder management with 
suppliers would assist with achieving excellent supplier quality management. 
2.4.3 Risk Appetite 
One needs to consider the risk appetite of the business owner given the intensity of 
competition in the industry. The owner needs to find the balance between taking risks 
and not crippling the business. 
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In the study conducted by Holt (2013) the managerial GFA encompassed the following:  
a. Select work of a type and within geographic areas that offer the best cost control. 
b. Avoid investments, purchases and making decisions based on ego rather than 
sound business principles. 
c. Maintain up-to-date knowledge on demand, competition, clients and suppliers.  
d. Embrace an inclusive demand management style.  
e. Sustain positive cash flow.  
Therefore, by practising the above activities the business would be assisted in risk 
minimisation or mitigation as risk avoidance is not always possible in business.  
The proposal from the study conducted by Holt under the macroeconomic environment 
GFA was to maintain a business strategy that mitigates potentially negative impacts, 
especially from increased competition, decreasing price levels, high costs of 
borrowing, legislation, recession and other surprising events (Holt, 2013).  
Therefore, if a business owner drops prices of products or services so as to be cheaper 
than competitors then there is an associated risk of decreasing profit margins to such 
an extent that the business begins to experience financial distress.  Therefore, 
increasing risk has a direct impact and causal effect on the finances of the business. 
2.4.4 Stakeholder Management 
Priego et al. (2014) consider a stakeholder approach to manage the risk of business 
failure. The outcome of their study was to ensure sufficient participation of all those 
involved in the creation and sharing of value-added. They also identify that it would be 
necessary to include variables that reflect these behaviours and relationships in 
models of a business failure analysis, as well as the influence of the behaviour of 
different stakeholders on the increased risk of insolvency, for example, in relation to:  
• How a series of measures, representative of the qualitative behaviour of 
stakeholders, be created to complete the financial information issued in their 
financial statements.  
• Who are the most influential stakeholders in terms of the probability of business 
failure? 
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• How these stakeholders that have the most impact on the business are looked 
after to ensure the survival of the firm in the future? 
In the study conducted by Stokes and Blackburn (2002) learning experiences by 
business owners who had run a business that had closed down, were those of trust 
and relationship issues, finding suitable partners, trustworthy staff and good 
relationships with accountants, banks and government (Stokes & Blackburn, 2002). 
2.4.5 Risk-controlled Framework 
In the study by Dias and Teixeira (2017), they conclude that in the case of non-profit 
organisation- and education professionals, failing to maintain a business venture is still 
a very significant learning experience, especially at a young age. In these cases, three 
individuals participated in a programme where they started businesses within a 
prepared risk-controlled framework, later growing out of it. Therefore, preparation of a 
controlled environment facilitated a business to start up successfully. 
According to Hyder and Lussier (2016) early recognition and understanding of risks of 
business failure are important for establishing, sustaining and growing a business. The 
business failure prediction model developed for, and tested in, Pakistan is supported 
by statistical testing. They identified that entrepreneurs need to understand the risks of 
failure and acquire the resources necessary to improve the probability of success. 
Therefore a framework should be developed and maintained when assessing risks that 
confront a business and which potentially may cause business failure.  For example, if 
there is a risk that a competitor enters the market or industry in which the business 
operates, and it is a highly competitive industry, the risk should be included in the 
framework.  Contingencies or mitigating factors were also identified to reduce this risk. 
For example, in the case of competitors, the business is continuously innovating its 
marketing strategy to be the best in the industry, at the best cost while at the same 
time ensuring relationships are maintained with customers. 
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2.5 INNOVATION 
2.5.1 Competitive Advantage 
Clark and Guy (as cited in Holt, 2013) state that the relationship of innovation to failure 
is also of interest, given its potential, positive effect on business competitiveness. 
The proposal from the study conducted by Holt, under the macroeconomic 
environment GFA, includes awareness of the importance of innovation which assists 
in mitigating the risk of business failure. To achieve this is either a gradual and 
methodical approach or a disruptive innovation which requires an appropriate 
innovation strategy and formal commitment to it as part of business survival (Holt, 
2013). 
Lussier (as cited in Teng et al., 2011) identified CSFs of products and services timing 
and economic timing in his prediction model (items 9 and 10 per the Table 2.1 above). 
Therefore, before a business owner intends introducing a new product to a target 
market, the economic environment at that time should be considered before initiating 
product development.  
Gosh and Kwan (as cited in Teng et al., 2011) identify the CSF of competition where 
businesses with strong competition from competitors will have a higher chance of 
failure (item 20 per the Table 2.2 above).  
Bromwich (1990); Chenhall and Moris (1986) and Mia and Clarke (1999) (as cited in 
Ambe and Sartorius, 2002) state that Game Theory proposes that the performance of 
one organisation is affected by the number and actions of other organisations and, 
therefore, it supports the hypothesis that competition affects business performance. 
Conversely, when an organisation fails to respond appropriately to the intensity of 
competition, its performance is likely to decline. 
Barney and Ouchi (as cited in Ambe and Sartorius, 2002) describe Resource-based 
Theory as sustained competitive advantage in the market place which is rooted in an 
organisation’s internal resources and capabilities. In this respect a business could 
initiate a competitive challenge that would fully utilise its resource-based advantage. 
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Ambe and Sartorius (2002) state that the results from their study indicated that an 
increase in competition is matched by an improved return on investment, as well as by 
turnover and net profit. The results of their study indicated a positive correlation 
between the use of management accounting information and improved business 
performance. This relationship suggests that the use of information obtained from 
management accounting systems could be an appropriate response to increasing 
levels of competition. 
Effective management accounting and reporting, therefore, means it is necessary for 
in-depth financial analysis in order to understand how the business is performing so as 
better to react or not to react to competitors’ moves in the industry. 
2.5.2  Exceed Customers Increasing Expectations 
Day and Moorman (2013) looked at business declines which began when what these 
businesses were offering stopped being the first choice of their best customers. The 
products and services of these businesses went from being at the top of their 
customers’ consideration to just another option. As their value proposition lost 
relevance their profit decreased.  
Day and Moorman (2013) state that a customer focus energises and focuses the entire 
organisation toward a shared sense of purpose. 
Gosh et al. (as cited in Teng et al., 2011) identified businesses without a niche market 
as having a higher chance of failure than those with a niche market (item 17 per the 
Table 2.2 above). 
This may be dependent on the nature and type of business and the business-level 
strategy selection by the business owner, whether it is a cost leadership, differentiation, 
focused cost leadership or focused differentiation strategy (Volberda, et al., 2011).  
Ojha (as cited in Metaxas et al., 2016) states that operational excellence can be 
achieved by increasing the features in products and services according to customers’ 
preferences. 
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2.5.3 Business Process Re-engineering (BPR) 
According to Al-Mashari and Zairi (1999) BPR has great potential for increasing 
productivity through reduced process time and cost, improved quality and greater 
customer satisfaction, but it often requires organisational change. 
In their paper, Al-Mashari and Zairi (1999) came up with a summary of key success 
and failure factors that can be used as a checklist when a business goes through BPR 
and which includes change management of systems and organisational culture. 
BPR is necessary to be innovative, which according to Al-Mashari and Zairi (1999), 
involves the revision of employee reward systems, communication, empowerment, 
people involvement, training and education. Creating a culture for change and 
preparing an organisation to receive change are the most important factors related to 
change management and organisational culture. 
Figure 2.3 below represents the summary of key success and failure factors to 
implement BPR, as stated by Al-Mashari and Zairi (1999). 
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Source: Al-Mashari & Zairi, 1999, pp.106 
FIGURE 2.3: BPR KEY SUCCESS/FAILURE FACTORS 
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2.5.4 Sustainable Business Excellence 
From the study conducted by Metaxas et al. (2016), quality management followed by 
corporate culture can be the basis for building an organisation that is capable of 
surviving in times of crises. More specifically, continuous improvement, supplier 
integration, customer integration, extroversion and adhocracy culture can lead an 
organisation to achieve sustainable business excellence. 
Figure 2.4 below represents the Sustainable business excellence pillars identified in 
the study by Metaxas et al. (2016). 
 
Source: Metaxas, Koulouriotis, & Emiris, 2016, pp. 26 
FIGURE 2.4: SUSTAINABLE BUSINESS EXCELLENCE PILLARS 
From the study by Metaxas et al. the conclusion drawn is that a business owner needs 
to be innovative in the business processes to continuously improve. A company which 
applies quality management in their business processes has more chance to survive 
turbulence in their environment.  
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2.6  TECHNOLOGY MANAGEMENT 
2.6.1 Competitive Technology 
According to Johnston and Gibbons (as cited in Al-Mashari & Zairi, 1999) building a 
responsive Information Technology (IT) infrastructure is highly dependent on an 
appropriate determination of business process information needs.  
According to Sabherwal and King (as cited in Al-Mashari & Zairi, 1999) the 
organisation’s business process information needs are determined by the types of 
activities in an organisation’s business processes, that is which activity follows the next 
activity, and by reliance on other organisational processes. Therefore the more 
integrated an organisation’s business processes are the more responsive the 
organisation’s IT infrastructure should be. 
According to Hammer (as cited in Al-Mashari & Zairi, 1999) changing how activities are 
performed and the flow of materials, people and information can be a source of 
competitive advantage. 
DeHayes and Haeberle (as cited in Teng et al., 2011) identified the CSF of the ability 
to develop and sustain technology edge.  Businesses that have the ability to develop 
and sustain their technological edge will have a better chance of success than those 
without the ability (item 19 in Table 2.2 above). 
2.7  ORGANISATIONAL DESIGN 
2.7.1 Talent Management 
Lussier (as cited in Teng et al., 2011) identified CSFs of industry experience, 
management experience, retention of quality employees and marketing skills in his 
prediction model (items 3, 4, 8 and 15 in Tables 2.1 and 2.2 above). 
Gosh et al. (as cited in Teng et al., 2011) identified the CSFs of strong top leadership, 
significant ‘people bonding’ in the firm and strong organisational capability to avoid 
business failure (items 21, 22 and 23 in Table 2.2 above).  
P a g e  43 
Yeung and Chew (as cited in Teng et al., 2011) identified the CSF of good local 
knowledge of the local business environment in order to have a greater chance of 
success (item 25 in Table 2.2 above). 
In the study conducted by Stokes and Blackburn (2002) one of the learning 
experiences of business owners who had run a business that closed, was for the 
business owner to develop self-discipline and self-motivation and to develop people 
management skills. 
2.7.2  Stakeholder Engagement 
The results from the study conducted by Priego et al. (2014) reveal that stakeholders 
who are shareholders, employees, creditors, customers and suppliers, can contribute 
significantly to reduce the probability of business failure, based on their participation in 
the creation and sharing of value-added. In this sense, the ability of shareholders to 
recover their investments, the willingness of workers to increase their productivity, and 
customer loyalty and/or the trust of the funders of an organisation are all key factors in 
helping to avoid business failure, given that they affect the firm’s ability to create value. 
Gosh et al. (as cited in Teng et al., 2011) identified the CSF that businesses need to 
maintain good customer relations (item 16 in Table 2.2 above). 
In the study conducted by Stokes and Blackburn (2002) one of the learning 
experiences of owners of failed businesses, was related to marketing issues such as 
good communication and networking.  Promotions and advertising, dealing with the 
public, quality of service and products, and finding new customers are all important.  If 
customers are lost, then new customers, need to be actively sought. 
2.7.3  Learning and Growth 
The study conducted by Holt (2013) found that under the company characteristics GFA 
that a business owner had to take greater care during the early trading years, was the 
need to interact effectively with all aspects of the business operating environment, 
strive for organisational learning and avoid a dictator type leadership culture to avoid 
business failure. 
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Lussier in his prediction model (as cited in Teng et al., 2011) identified one of the CSFs 
as the business owner having a university education (item 7 in Table 2.1 above). 
In a study conducted by Purves et al. (2016) non-financial factors associated with the 
organisations studied impacted upon their success or failure. These factors included 
management skill, experience and involvement in organisational strategy, feedback 
and resultant activity from that feedback, together with the composition of the Board of 
directors. The identification of financial and non-financial factors and sound internal 
processes could be utilised for the development of an early warning predictor of 
organisational success or failure. 
Therefore, the business owner and management need to ensure that they are 
continuously learning and gaining valuable experience in growing as an individual.  It 
is also important that the design of the organisation is in line with the organisational 
strategy.  
2.7.4  Value-chain Effect 
Dikmen et al. (2010) designed a conceptual model based on an extensive literature 
survey and an analytical network process together with the Delphi method to determine 
which variables of business failure have more weighting in terms of importance and 
impact.  This was done through interviews and discussions with experts in the Turkish 
construction industry.  The analysis results derived from the model suggested that 
organisational and managerial factors including the inefficiency of the value chain at 
corporate level, inappropriateness of organisational decisions and the unavailability of 
intangible resources were the most important determinants of failure in construction 
companies. 
Gosh et al. (as cited in Teng et al., 2011) identified the CSF that businesses need to 
have good access to a broad range of support and resources so as to have a greater 
chance of success when compared to those without good access (item 24 in Table 2.2 
above). 
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1.1. THEREFORE, AT EACH STAGE OF THE VALUE CHAIN, SUPPORT AND 
RESOURCES ARE NECESSARY TO ADD VALUE TO THE PRODUCT OR 
SERVICE.  RESOURCES WOULD BE FACTORS OF PRODUCTION SUCH 
AS LAND (PROPERTY TO RENT AT A REASONABLE COST THAT 
SUITES THE MATERIAL FLOW LAYOUT), SKILLED LABOUR, CAPITAL 
AND ENERGY (HILL & HULT, 2017). CHAPTER SUMMARY 
This chapter provided an overview of the literature informing the activities that can be 
done to avoid business failure.  From internal signals of business decline identified by 
Scherrer (2003), to the Lussier model of business failure prediction and the infamous 
Altman’s failure prediction model. 
The research performed by Priego, Lizano and Madrid (2014) in Spain used Value-
added calculations to measure stakeholder contributions to the success of the 
business. 
Bhandari and Iyer (2013) used a cash flow prediction model which overlapped with 
most of the studies highlighting the importance of a positive cash flow in the business. 
The literature indicates that a theoretical framework exists when consolidated into key 
success factors.  
  
P a g e  46 
CHAPTER 3 
METHODOLOGY OF THE STUDY 
3.1      INTRODUCTION 
This chapter expands on the methodology of the study in discussing the research 
approach, sampling design and data collection method and ensuring that the ethics 
protocol is followed throughout the research process. 
The various research paradigms are explained and the relevant research paradigm for 
this study identified. Furthermore, the chapter details the questionnaire along with the 
coding and referencing; and the data analysis method.  
3.2 RESEARCH TRADITIONS 
According to Taylor, Bogdan and DeVault (2016) the term ‘methodology’ refers to the 
way in which one approaches problems and seeks answers. In the social sciences, the 
term applies to how research is conducted. Ones assumptions, interests and purposes 
shape which methodology is chosen.  
There are three traditions or schools of thought or metatheories of social science, 
namely positivism, interpretivism and critical theory. 
Positivism is philosophy or theory based on facts from data and mathematical proofs 
(Encyclopaedia Britannica, 2018). 
According to Babbie and Mouton (2015), interpretivism, also known as anti-positivism 
or phenomenology, consists of: 
• Hermeneutics (emphasis on interpretive understanding) 
• Symbolic interactionism (creation of meaning within human interaction) 
Rancière (as cited in Baškarada & Koronios, 2018) states that positivist approaches 
can at best inform about how individuals perceive the world, whereas interpretive 
approaches aim to offer alternative accounts of seeing the world. 
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Fay and Moon (1977); Howard and Brady (2015); and Martin and McIntyre (1994) (as 
cited in Baškarada & Koronios, 2018) are of the view that Critical approaches, for 
example Marxism and Feminism, which may adopt either perspective, contain an 
ethical component and have radically different objectives, namely, human liberation 
and emancipation. 
Denzin (as cited in Baškarada & Koronios, 2018) states that Critical Theory aims to 
raise awareness of dominant ideologies in order to further human emancipation: 
“Qualitative research scholars have an obligation to change the world, to engage in 
ethical work that makes a positive difference. They are challenged to confront the facts 
of injustice, to make the injustices of history visible, and hence open to change and 
transformation” (Baškarada & Koronios, 2018, pp. 14). 
Critical Theory consists of emancipatory studies, critical social studies and critical 
feminism. 
Hennink, Hutter and Bailey (2011) (as cited in Taylor et al., 2016) state that since 
positivists and phenomenologists take on different kinds of problems and seek different 
kinds of answers, their research requires different methodologies. Adopting a natural 
science model of research, the positivist searches for causes through methods such 
as questionnaires, inventories and demography that produce data for statistical 
analysis. The phenomenologist seeks understanding through qualitative methods such 
as participant observation, in-depth interviewing and other methods that yield 
descriptive data. 
The Research Tradition within which this study is located is Positivism, where business 
owners and management as the respondents indicate the main critical success factors 
to enable the researcher to provide a framework for businesses in South Africa.   
3.3 RESEARCH PARADIGMS 
Guba and Lincoln (1994), (as cited in Lor, 2014), used the term ‘paradigm’, and define 
a paradigm as “a basic belief system or worldview that guides the investigator, not only 
in choices of methods but in ontologically and epistemologically fundamental ways” 
(Lor, 2014, pp. 33). 
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According to Babbie and Mouton (2015) the term ‘paradigm’ is a mindset, philosophy 
or way of thinking. The methodological paradigm is a framework that guides how 
research should be conducted, based on people’s philosophies and their assumptions 
about the world and the nature of knowledge. 
Creswell (2014) in Table 3.1 below presents distinctions that may be useful in choosing 
an approach. 
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TABLE 3.1: QUALITATIVE, QUANTITATIVE AND MIXED METHODS APPROACHES 
 
Source: Creswell, 2014, pp.47
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Johnson and Onwuegbuzie (2004), (as cited in Baškarada & Koronios, 2018, pp.5), 
support the view by noting that “both quantitative and qualitative researchers use 
empirical observations to address research questions”. 
Creswell (2009); Guba and Lincoln (1994); and Mertens (1998), (as cited in Lor, 2014), 
are of the opinion that such paradigms include positivism, postpositivism, 
interpretivism, constructivism, critical theory, and participatory and emancipatory 
paradigms. 
The three main methodological paradigms of research are quantitative, qualitative and 
participatory research (Babbie & Mouton, 2015). According to Babbie and Mouton 
(2015) the difference between quantitative and qualitative research is that quantitative 
research is an objective approach which focuses on measuring phenomena and 
collecting and analysing numerical data by applying statistical tests, whereas 
qualitative research is a subjective approach and focuses on describing phenomena. 
The Methodological Paradigm of this study was the Quantitative paradigm which is an 
unbiased approach and employs statistical procedures. 
3.4 RESEARCH APPROACH 
In this study the research approach used was a mail survey and was the method to 
gather primary data using a close-ended questionnaire.  The questionnaire is a tool to 
structure and record the data collection. 
Table 3.2 below demonstrates how each variable was measured in the questionnaire, 
where the question is linked to the source from the secondary data in the literature 
review in Chapter 2, and coded to assist with collating the respondents’ answers. 
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TABLE 3.2: QUESTIONNAIRE CODING AND REFERENCING 
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Source: Author’s construction 
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The questions were then randomised to avoid bias in the ordering of questions.  In 
other words, if all the Financial Analysis questions were asked first then the respondent 
might have assumed that the questionnaire was only financially related, might have 
lost interest and not given the other questions the attention or focus required. 
The research approach was an email survey through the Border Kei Chamber of 
Commerce (BKCOB) with over 700 businesses as members in good standing 
representing the private sector, thought leaders and academic institutions from a wide 
array of sectors (Border-Kei Chamber of Business, 2018). 
The survey was conducted with members of the BKCOB with the approval of the 
BKCOB committee. A closed-ended questionnaire was emailed to members with a 
cover letter explaining the purpose of the research.  Each variable was measured in 
the questionnaire where the questions were asked through an anchoring scale known 
as a Likert scale, ranging from ‘strongly disagree’ to ‘strongly agree’ (1 to 5). 
3.5 SAMPLING DESIGN 
The sampling design for quantitative research makes use of probability sampling 
based on random selection or non-probability sampling which is arbitrary and 
subjective (Wegner, 2016). 
In this study the target population was SMMEs in South Africa.  The parameters of 
interest were SMMEs in financial distress or having experienced business failure.  The 
sampling frame was SMMEs operating in the Eastern Cape of South Africa, more 
specifically, SMMEs who were members of a well-established and reputable 
organisation known as the Border-Kei Chamber of Commerce.  In collaboration with 
them the survey was conducted with SMMEs that operate in the Border-Kei area which 
covers most of the Eastern Cape Province of South Africa. 
In this study the type of non-probability sampling method used was convenience 
sampling, where the sample was at the convenience of the researcher to conduct the 
research with the BKCOB as the Head Office is located in East London, South Africa, 
where the researcher resides.   
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The researcher also had to identify which members of the Chamber were multi-
nationals and listed companies where the business owner was overseas or where the 
business owner consisted of shareholders which would not fall within the ambit of this 
study. Therefore, the sample would only be members of the BKCOB who are SMMEs. 
3.6 DATA COLLECTION METHOD  
The primary research data collection method that was used in this study was a survey. 
The secondary research data collection method that was used was through a literature 
review of academic peer-reviewed journals. 
The survey entailed compiling a cover letter (see Annexure 1) and a questionnaire (see 
Annexure 2) for the respondent to complete. The questions were formulated within the 
categories identified as a base framework from the literature review. 
There were two sections to the questionnaire, namely, Part A referred to as ‘General 
Information’ provided the demographic data such as the SMME classification, number 
of years in business, number of employees, whether the business had been through 
financial distress, the sector and the province within South Africa in which the business 
operates. Part B composed questions contained in Table 3.2 above. 
Questions were coded in order to facilitate collating the completed questionnaires.  The 
questionnaires were subsequently numbered to facilitate collation of data and where 
an error was identified the corresponding questionnaire could be isolated. 
A Microsoft Excel spreadsheet was utilised to record the responses to the questions 
for each questionnaire and of the selected degree of agreement on the Likert scale to 
each coded question. 
The said spreadsheet was then emailed to a statistician at Nelson Mandela University 
for statistical analysis from which the output was given to the researcher. 
3.7 ETHICAL ISSUES 
To comply with research ethics protocol, the business owner or manager of a business 
as the respondent completed the questionnaire anonymously. 
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The questionnaire excluded any personal, confidential and identifying information of 
the business owner or manager completing the questionnaire. 
The business name was not required to be supplied in the questionnaire and this 
ensured the anonymity of the business.  
The researcher, with the permission of the BKCOB, emailed the questionnaire and 
cover letter to their members and to which they responded to via email.  The researcher 
collated the responses and discarded the email to ensure the anonymity of 
respondents.  
In the case of secondary data, consideration was given to whether it was available in 
the public domain or open access with no copyright restrictions.  Journals used in the 
literature review were referenced according to the American Psychological Association 
(APA) method. 
The outcome of the survey, statistical analysis and interpretation thereof will be 
provided to the Border-Kei Chamber of Business. 
The covering letter (Annexure 1) considered ethics protocol in that it informed 
respondents that their participation in this study was entirely voluntary and that they 
had the right to withdraw from the study at any stage.  The covering letter also 
guaranteed their anonymity and the confidentiality of information acquired by the 
questionnaire. Neither their name nor the name of their business would be mentioned 
in the study. 
In the case of secondary data, consideration was given as to whether it was available 
in the public domain or open access with no copyright restrictions.  If there were 
restrictions then written permission from the business owner had to be obtained. 
Table 3.3 below is an extract from Nelson Mandela University’s Form E which has 
been approved for this study and which can be seen in Annexure 3.  The questions 
below take into consideration potential ethical issues, especially where the individual 
answering the research questions is vulnerable. 
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TABLE 3.3: NELSON MANDELA UNIVERSITY FORM E 
 YES NO 
1. Is there any risk of harm, embarrassment of offence, however slight or 
temporary, to the participant, third parties or to the communities at large?  
 X 
2. Is the study based on a research population defined as ‘vulnerable’ in terms 
of age, physical characteristics and/or disease status? 
 X 
2.1 Are subjects/participants/respondents of your study:   
(a) Children under the age of 18?  X 
(b) NMMU staff?  X 
(c) NMMU students?  X 
(d) The elderly/persons over the age of 60?  X 
(e) A sample from an institution (e.g. hospital/school)?  X 
(f) Handicapped (e.g. mentally or physically)?  X 
3. Does the data that will be collected require consent of an institutional 
authority for this study? (An institutional authority refers to an organisation 
that is established by government to protect vulnerable people)   
 X 
3.1 Are you intending to access participant data from an existing, stored 
repository (e.g. school, institutional or university records)? 
 X 
4. Will the participant’s privacy, anonymity or confidentiality be compromised?   X 
4.1 Are you administering a questionnaire/survey that:   
(a) Collects sensitive/identifiable data from participants?  X 
(b) Does not guarantee the anonymity of the participant?  X 
(c) Does not guarantee the confidentiality of the participant and the data?  X 
(d) Will offer an incentive to respondents to participate, i.e. a lucky draw or any 
other prize? 
 X 
(e) Will create doubt whether sample control measures are in place?  X 
(f) Will be distributed electronically via email (and requesting an email 
response)? 
 
Note:  
• If your questionnaire DOES NOT request respondents’ identification, is 
distributed electronically and you request respondents to return it 
manually (print out and deliver/mail); AND respondent anonymity can be 
guaranteed, your answer will be NO.  
• If your questionnaire DOES NOT request respondents’ identification, is 
distributed via an email link and works through a web response system 
(e.g. the university survey system); AND respondent anonymity can be 
guaranteed, your answer will be NO. 
 X 
If any of the questions on Form E were in the affirmative then the process had to be 
followed at Nelson Mandela University to obtain Full Ethical Clearance through the 
Faculty RECH (Ethics) representative. In this study none of the questions were in the 
affirmative and, as such, Full Ethical Clearance was not necessary. 
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According to Creswell (2014) attention needs to be directed toward ethical issues prior 
to conducting the study, at the beginning of a study, during data collection and data 
analysis and in reporting, sharing and storing the data.  
3.8 DATA ANALYSIS METHOD 
According to Creswell (2014) the following six steps can be followed to analyse data: 
Step 1 – Report information about the number of respondents of the sample who did 
and did not return the survey.  
Step 2 – Determine a method by which response bias will be determined.  
According to Fowler (as cited in Creswell, 2014) response bias is the effect of 
nonresponses on survey estimates. Bias means that if non-respondents had 
responded, their responses would have substantially changed the overall results.  
Step 3 - Provide a descriptive analysis of data for all independent variables and the 
dependent variable in the study.  
Step 4 – If there are adequate respondents, then perform an inferential statistics 
analysis.  
At this stage it is also necessary to mention reliability checks for the internal 
consistency by way of the Cronbach Alpha statistic. 
Step 5 - Identify the statistics and the statistical computer program for testing the major 
inferential research questions or hypotheses in the proposed study. 
Step 6 - A final step in the data analysis is to present the results in tables or figures 
and interpret the results from the statistical tests. An interpretation in 
quantitative research means that the researcher draws conclusions from the 
results for the research questions, hypotheses and the larger meaning of the 
results. 
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3.9 METHOD OF REPORTING AND SYNTHESIS 
The findings/results from the study were to be reported or synthesised as a theoretical 
model or framework as an outcome. 
From these results a comprehensive framework would be developed from the research 
to ultimately avoid business failure. 
Creswell (2014) also suggests the implications of the results from the research for 
practice or for future research on the topic should be discussed. This requires drawing 
inferences and conclusions from the results. It might involve discussing theoretical and 
practical consequences of the results. Focus should also be on whether or not the 
research questions and hypotheses were supported, and to reach conclusions on the 
null and alternative hypotheses for all the independent variables in relation to the 
dependent variable. 
3.10 CHAPTER SUMMARY 
This chapter described the research paradigms with particular emphasis on the 
research paradigm and methodology adopted for this particular study. The research 
tool was discussed in detail along with the requirements for ethical considerations and 
limitations of the study. 
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CHAPTER 4 
EMPIRICAL RESULTS 
4.1 INTRODUCTION 
This chapter provides the results of the survey conducted with members of the BKCOB.  
The questionnaire consisted of two parts, namely, Part A was the demographic 
questions such as the SMME classification of the business, the number of years in 
business, the number of employees in the business, whether the business experienced 
financial distress, the sector and the province in which the business operates. 
Part B of the questionnaire composed questions formulated from the literature review 
of critical success factors to avoid business failure.  The questions address both the 
dependent and independent variables, of which the results will be discussed in this 
chapter. 
4.2 DESCRIPTIVE STATISTICS ON DEMOGRAPHICS 
4.2.1 SMME Classification 
The classification of businesses between Small, Medium and Micro enterprises by 
sector is as per Tables 1.1 and 1.2 in Chapter 1, according to the National Small 
Enterprise Act no.102 of 1996 of South Africa. The graphical representation below 
(Figure 4.1) is of the count frequency table of the percentage of respondents per SMME 
classification for this survey of respondents. 
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FIGURE 4.1: SMME CLASSIFICATION 
Of the respondents that completed the questionnaire, 47.1% were Small businesses, 
35.3% were Medium sized businesses, 17.6% were Very Small businesses and 0% 
there were not any Micro enterprises. 
The respondents were predominantly Small businesses, therefore from the summary 
in Table 1.2 in Chapter 1, these businesses have more than 20 full-time equivalent of 
paid employees but not more than 50 employees and a turnover of between R3m and 
R32m. 
4.2.2 Number of Years in Business 
Figure 4.2 below is a graphical representation of the count frequency table of the 
percentage of respondents per category of number of years in business for this survey 
of respondents. 
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FIGURE 4.2: NO OF YEARS IN BUSINESS 
Of the respondents that completed the questionnaire, 76.5% had been in operation for 
6 or more years, 19.6% had been in business for 4 to 6 years, 3.9% had been in 
business for 2 to 4 years while there were not any in the 0 to 2 years range. 
Therefore, most respondents have been in business for some time and as such have 
had experience as a business owner and in the sector in which they operate. 
4.2.3 Number of Employees 
Table 1.1 in Chapter 1 (as per the National Small Enterprise Act no.102 of 1996) 
represents the classification of businesses between Small, Medium and Micro 
enterprises by sector and is based not only turnover but also the number of full-time 
equivalent (FTE) of paid employees. 
Figure 4.3 below is a graphical representation of the count frequency table of the 
percentage of respondents per category of the number of employees employed by the 
SMMEs for this survey of respondents. 
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FIGURE 4.3: NO OF EMPLOYEES 
Of the respondents that completed the questionnaire, 31.4% had 5 to 20 FTE 
employees, 23.5% had 20 to 50 FTE employees, 21.6% had 50 to 200 FTE employees, 
13.7% have 200 or more FTE employees and 9.8% have 0 to 5 FTE employees. 
4.2.4 SMME’s Experienced Financial Distress 
The target population was SMMEs in South Africa.  The parameters of interest were 
SMMEs in financial distress or which had experienced business failure.  The sampling 
frame was SMMEs operating in the Eastern Cape of South Africa, more specifically, 
SMMEs who were members of the BKCOB.   
It is evident from Table 4.1 below that in the survey 98% of respondents were SMMEs 
that have experienced financial distress.  There was only 1 respondent who, as yet, 
has not experienced financial distress. 
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TABLE 4.1: SMMEs EXPERIENCED FINANCIAL DISTRESS 
 
4.2.5 SMME Sector  
The SMME sector is from the sectors in Table 1.1 in Chapter 1, according to the 
National Small Enterprise Act no.102 of 1996 and which represents the classification 
of businesses between Small, Medium and Micro enterprises by sector based on the 
number of employees, annual turnover and gross asset value. 
Figure 4.4 below is a graphical representation of the count frequency table of the 
percentage of respondents per SMME sector for this survey of respondents. 
 
FIGURE 4.4: SMMEs BY SECTOR 
To facilitate the survey, certain sectors, for example, the Electricity, Gas and Water 
sector were separated into 3 separate sectors, namely, Electricity, Gas and Water.  
 Category Count Percent
1 Yes 50 98.0%
2 No 1 2.0%
51
Financial distress
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Of the respondents that completed the questionnaire, 25.5% were in the business 
services sector, 21.5% were in the sector ‘other’ and which was for businesses not 
operating in any of the sectors as specified, 11.8% were in the construction sector, 
15.7% were in the trade sector, 9.8% were in the accommodation sector, 5.9% were 
in the transport sector and there were no respondents from the finance, 
communication, community, mining, agriculture, gas and electricity sectors. 
4.2.6 SMMEs by Province 
The target population for this survey was SMMEs in South Africa.  The sampling frame 
comprised SMMEs operating in the Eastern Cape of South Africa, more specifically 
SMMEs who were members of a well-established and reputable organisation such as 
the BKCOB.  In collaboration with the Chamber the survey was conducted among 
SMMEs that were operating in the Border-Kei area and which covers most of the 
Eastern Cape Province of South Africa. 
Figure 4.5 below is a graphical representation of the count frequency table of the 
percentage of respondents by province in South Africa for this survey of respondents. 
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FIGURE 4.5: SMMEs BY PROVINCE 
Therefore, of the respondents that completed the questionnaire 90.2% were operating 
their business mainly in the Eastern Cape Province, 5.8% in Gauteng, 2% in the 
Western Cape and 2% in Kwazulu-Natal and none operated in the Free State, Northern 
Cape, North West, Limpopo and Mpumalanga. 
4.2.7 The Critical Success Factor Framework 
Table 4.2 below indicates that from the survey conducted, 86.3% of respondents 
agreed that a critical success factor framework would in fact assist in avoiding business 
failure. 
Table 4.2 below also reflects the frequency of respondents at the time of the survey in 
the business services sector who agreed at 23.5% and strongly agreed at 2%, the 
trade sector who agreed at 15.7% of the total respondents, the sector grouped as 
‘other’ had  19.6% in agreement and with 2% who strongly agreed. The construction 
sector had 7.8% who agreed and 3.9% who strongly agreed. 
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TABLE 4.2: CRITICAL SUCCESS FACTOR FRAMEWORK BY SECTOR 
 
4.3 RELIABILITY AND VALIDITY OF RESEARCH INSTRUMENT 
4.3.1 Reliability and Validity 
According to Nunnally (1978), (as cited in Tiku & Pecht, 2010), reliability or internal 
consistency is the stability or reproducibility of a test score based on a theoretical 
instrument. A measure is considered internally consistent if it will give the same results 
when the measurement is repeated. However, internal consistency is only necessary 
and not a sufficient condition for validity (Tiku & Pecht, 2010). 
Cronbach (1951), Nunnally (1978) and Saraph et al. (1989), (as cited in Tiku & Pecht, 
2010), consider the most commonly used coefficients that can be used for measuring 
internal consistency as Cronbach’s alpha (Tiku & Pecht, 2010).  
Table 4.3 below presents the intervals for Cronbach alpha. 
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TABLE 4.3: INTERPRETATION INTERVALS FOR CRONBACH'S ALPHA 
 
Source: Nunnally, 1978, pp. 245 
Therefore a Cronbach’s alpha coefficient of less than 0.50 is considered unacceptable, 
below 0.70 is acceptable, between 0.70 and 0.79 is good reliability and 0.80 and above 
is excellent reliability. 
According to Collis and Hussey (2014), when a test measures what the researcher 
intends to measure and the corresponding results reflect the phenomenon that is being 
studied, the test can be considered to be valid (Collis & Hussey, 2014). 
The questions in Part B of the questionnaire were formulated from the literature review 
of studies that identified certain critical success factors to avoid business failure. 
The researcher ensured that these critical success factors were included as items to 
be measured in the research instrument. 
4.3.2 Business Failure 
Table 4.4 below indicates the Cronbach’s Alpha Coefficient for Business Failure is 
0.512028 and which is acceptable reliability. The results indicate that the independent 
variable, namely Risk Management, coded as BF2, reduces the reliability of the 
Business Failure construct.  
  
Interpretation intervals for Cronbach's alphas:
Cronbach's Alpha Coefficient Index
Unacceptable < 0.50
Acceptable 0.50 - 0.69
Good 0.70 - 0.79
Excellent 0.80 +
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TABLE 4.4: CRONBACH'S ALPHA COEFFICIENT FOR BUSINESS FAILURE 
 
Table 4.5 below demonstrates the improvement in reliability if the question BF2 could 
be deleted to improve the coefficient score to 0.566059. However it is not a material 
improvement and as such none of these questions were omitted from statistical 
analysis. 
TABLE 4.5: CRONBACH'S ALPHA FOR BUSINESS FAILURE (EXCL. RISK 
MANAGEMENT) 
 
4.3.3 Financial Analysis 
Table 4.6 below indicates that the Cronbach’s Alpha Coefficient for Financial Analysis 
is 0.563874 and which is acceptable reliability. 
  
Code Question
Mean Variance Itm-Totl 
(Correl.)
Alpha 
BF1 Financial analysis is critical for the success of the business 14.784 4.287 0.174 0.518
BF2 Risk Management is critical for the success of the business 14.725 4.474 -0.009 0.566
BF3 Innovation is critical for the success of the business 15.000 2.510 0.510 0.272
BF4 Technology Management is critical for the success of the business 15.529 1.700 0.491 0.294
BF5 Organisational Design is critical for the success of the business 15.333 3.556 0.297 0.452
Summary for scale: Mean=18,8431 Std.Dv.=2,16677 Valid N:51 
Cronbach alpha: 0,512028 Standardized alpha: 0,489659
Average inter-item corr.: 0,171517
Cronbach's Alpha Coefficient for Business Failure
Code Question
Mean if 
(deleted)
Var. if 
(deleted)
Itm-Totl 
(Correl.)
Alpha if 
(deleted)
BF1 Financial analysis is critical for the success of the business 10.667 4.222 0.124 0.619
BF3 Innovation is critical for the success of the business 10.882 2.339 0.545 0.311
BF4 Technology Management is critical for the success of the business 11.412 1.419 0.592 0.250
BF5 Organisational Design is critical for the success of the business 11.216 3.542 0.247 0.565
Summary for scale: Mean=14,7255 Std.Dv.=2,13615 Valid N:51 
Cronbach alpha: 0,566059 Standardized alpha: 0,529174
Average inter-item corr.: 0,233472
Cronbach's Alpha Coefficient for Business Failure (excluding Risk Management)
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TABLE 4.6: CRONBACH'S ALPHA COEFFICIENT FOR FINANCIAL ANALYSIS 
 
None of the questions were deleted from the Financial Analysis construct of questions. 
4.3.4 Risk Management 
Table 4.7 below indicates that the Cronbach’s Alpha Coefficient for Risk Management 
is 0.667894 and which is acceptable reliability. 
  
Code Question
Mean if 
(deleted)
Var. if 
(deleted)
Itm-Totl 
(Correl.)
Alpha if 
(deleted)
FIN1 Frequent financial analysis of predetermined forecasts compared to 
actual results assists you in avoiding business failure.
38.392 4.787 0.326 0.520
FIN2
Application of Altman’s Financial Distress Model assists you to avoid 
business failure.    39.412 4.791 0.262 0.534
FIN3 Financial analysis of the Value-added statement assists you to avoid 
business failure.
39.647 4.621 0.172 0.572
FIN4 Analysis of cash flow ratios assists you to avoid business failure. 38.549 5.032 0.245 0.540
FIN5 If you were to maintain a positive net cash flow at all times in your 
business this would ensure avoiding business failure.
37.510 5.544 0.130 0.562
FIN6
Financial ratio analysis of projected financial data assists you to 
avoid business failure.
38.824 4.224 0.467 0.471
FIN7 Maintaining effective estimating and accounting functions assists you 
to avoid business failure. 
38.627 4.861 0.232 0.542
FIN8 Monitoring liquidity assists you to avoid business failure. 38.412 5.419 0.131 0.561
FIN9 Avoiding high gearing assists you to avoid business failure. 38.745 4.974 0.191 0.553
FIN10 Achieving appropriate returns on operating resources assists you to 
avoid business failure. 
38.275 4.670 0.333 0.516
FIN11 Controlling income or in other words to ensure effective debt 
management assists you to avoid business failure.
38.314 5.156 0.160 0.558
Cronbach's Alpha Coefficient for Financial Analysis
Summary for scale: Mean=42,4706 Std.Dv.=2,41125 Valid N:51 
Cronbach alpha: 0,563874 Standardized alpha: 0,575095
Average inter-item corr.: 0,112455
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TABLE 4.7: CRONBACH'S ALPHA COEFFICIENT FOR RISK MANAGEMENT 
 
None of the questions were deleted from the Risk Management construct of questions. 
4.3.5 Innovation 
Table 4.8 below indicates that the Cronbach’s Alpha Coefficient for Innovation is 
0.462459, which is unacceptable reliability. The results indicate that the question 
coded as INV6 reduces the reliability of the Innovation construct.  
  
Code Question
Mean if 
(deleted)
Var. if 
(deleted)
Itm-Totl 
(Correl.)
Alpha if 
(deleted)
RM1
Implementing and monitoring of internal controls in your business 
assists you to avoid business failure.
46.039 9.214 0.310 0.649
RM2
Implementing and monitoring a performance management system in 
your business assists you to avoid business failure.
46.275 7.925 0.514 0.607
RM3
Tracking performance in operations assists you to avoid business 
failure. 
45.902 9.147 0.280 0.652
RM4
Implementation of a Total Quality Management System to improve 
performance assists you to avoid business failure.
46.588 8.360 0.367 0.637
RM5
Taking on new business without causing financial distress yet still 
remaining competitive has been a critical success factor in your 
business
45.510 8.211 0.297 0.656
RM6
Keeping up with customer demand has been a critical success 
factor in your business
45.255 9.641 0.115 0.676
RM7
Managing your business' external stakeholders, for example 
customers, suppliers is critical to the success of your business.
45.255 8.817 0.383 0.637
RM8
Managing your business'  internal stakeholders, for example 
employees, is critical to the success of your business.
46.216 8.993 0.307 0.648
RM9
Building relationships with stakeholders is critical to the success of 
my business.
45.588 8.321 0.353 0.640
RM10
Building trust with stakeholders is critical to the success of my 
business.
45.451 8.483 0.487 0.620
RM11
Identifying risks to your business assists you to avoid business 
failure
45.882 9.829 0.150 0.668
RM12
Implementing mitigating factors to minimise risks in your business 
assists you to avoid business failure
45.824 9.988 0.075 0.675
Summary for scale: Mean=49,9804 Std.Dv.=3,24031 Valid N:51
Cronbach alpha: 0,667894 Standardized alpha: 0,659065
Average inter-item corr.: 0,147179
Cronbach's Alpha Coefficient for Risk Management
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TABLE 4.8: CRONBACH'S ALPHA COEFFICIENT FOR INNOVATION 
 
Table 4.9 below demonstrates the improvement in reliability if the question INV6 is 
deleted to improve the coefficient score to 0.537016. Therefore, this question was 
omitted for statistical analysis due to the improvement in reliability from unacceptable 
to acceptable. 
  
Code Question
Mean if 
(deleted)
Var. if 
(deleted)
Itm-Totl 
(Correl.)
Alpha if 
(deleted)
INV1
Before introducing a new product to a target market the economic 
environment should be considered in your business to avoid 
business failure.
26.902 5.186 0.166 0.447
INV2
By being aware of who your competitors are this would assist in 
avoiding business failure
26.647 4.621 0.328 0.369
INV3
By being aware of what is being offered by your competitors to your 
customers this would assist in avoiding business failure
25.980 4.607 0.356 0.357
INV4
If you are aware of what your competitors are doing and respond 
appropriately this can avoid business failure.
25.961 4.547 0.396 0.339
INV5
Would you say that in your business being at the top of your 
customers’ consideration would avoid business failure
25.529 5.543 0.135 0.455
INV6
A business without a niche market have a higher chance of failure 
than with a niche market.
27.235 6.180 -0.082 0.531
INV7
Business Process Reengineering is necessary to be innovative and 
therefore assists you to avoid business failure in your business.
26.804 5.020 0.223 0.421
INV8
A business which applies quality management in their business 
processes have more chance to survive turbulence in their 
environment.
26.314 5.941 0.092 0.464
Cronbach's Alpha Coefficient for Innovation
Summary for scale: Mean=30,1961 Std.Dv.=2,53787 Valid N:51 
Cronbach alpha: 0,462459 Standardized alpha: 0,431119
Average inter-item corr.: 0,089726
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TABLE 4.9: CRONBACH'S ALPHA COEFFICIENT FOR INNOVATION 
(EXCL.INV6) 
 
4.3.6 Technology Management 
Table 4.10 below indicates the Cronbach’s Alpha Coefficient for Technology 
Management is 0.880395 which is excellent reliability. Therefore no questions were 
deleted for statistical analysis. 
TABLE 4.10: CRONBACH'S ALPHA COEFFICIENT FOR TECHNOLOGY 
MANAGEMENT 
 
  
Code Question
Mean if 
(deleted)
Var. if 
(deleted)
Itm-Totl 
(Correl.)
Alpha if 
(deleted)
INV1
Before introducing a new product to a target market the economic 
environment should be considered in your business to avoid 
business failure.
23.941 5.232 0.113 0.556
INV2
By being aware of who your competitors are this would assist in 
avoiding business failure
23.686 4.647 0.279 0.485
INV3
By being aware of what is being offered by your competitors to your 
customers this would assist in avoiding business failure
23.020 4.411 0.384 0.436
INV4
If you are aware of what your competitors are doing and respond 
appropriately this can avoid business failure.
23.000 4.196 0.485 0.389
INV5
Would you say that in your business being at the top of your 
customers’ consideration would avoid business failure
22.569 5.226 0.204 0.513
INV7
Business Process Reengineering is necessary to be innovative and 
therefore assists you to avoid business failure in your business.
23.843 4.877 0.229 0.507
INV8
A business which applies quality management in their business 
processes have more chance to survive turbulence in their 
environment.
23.353 5.679 0.156 0.527
Cronbach's Alpha Coefficient for Innovation (excluding INV6)
Summary for scale: Mean=23,8431 Std.Dv.=2,23045 Valid N:51 
Cronbach alpha: 0,537016 Standardized alpha: 0,501797
Average inter-item corr.: 0,149139
Code Question
Mean if 
(deleted)
Var. if 
(deleted)
Itm-Totl 
(Correl.)
Alpha if 
(deleted)
TM1
If you were to upgrade your equipment and IT system it would assist 
you in your business to avoid business failure.
6.333 5.007 0.712 0.880
TM2
In terms of your business’ process information needs, it is necessary 
to have a technology edge over your competition to avoid business 
failure.
6.196 4.432 0.805 0.798
TM3
A business that has the ability to develop and sustain their technology 
edge have a better chance of success.
5.980 4.960 0.795 0.810
Cronbach's Alpha Coefficient for Technology Management
Summary for scale: Mean=9,25490 Std.Dv.=3,22393 Valid N:51
Cronbach alpha: 0,880395 Standardized alpha: 0,881281
Average inter-item corr.: 0,717127
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4.3.7 Organisational Design 
Table 4.11 below indicates the Cronbach’s Alpha Coefficient for Organisational Design 
is 0.557136 which is acceptable reliability. The results indicate that the question coded 
as OD4 reduces the reliability of the Organisational Design construct. 
TABLE 4.11: CRONBACH'S ALPHA COEFFICIENT FOR ORGANISATIONAL 
DESIGN 
 
Table 4.12 below demonstrates the improvement in reliability if the question OD4 was 
deleted to improve the coefficient score to 0.633128. Therefore this question was 
omitted for statistical analysis due to the improvement in reliability. 
  
Code Question
Mean if 
(deleted)
Var. if 
(deleted)
Itm-Totl 
(Correl.)
Alpha if 
(deleted)
OD1
Investing more in training and upskilling your staff assists in avoiding 
business failure
37.745 4.543 0.353 0.506
OD2 Retention of quality employees assists in avoiding business failure 37.784 4.757 0.472 0.506
OD3
A business owner that has industry experience and management 
experience assists in avoiding business failure.
37.059 4.722 0.232 0.534
OD4
A business owner that has good local knowledge of the local 
business environment assists in avoiding business failure.
37.588 5.144 -0.061 0.633
OD5
By structuring your business to better match skill with the changing 
environment assists with avoiding business failure.
38.078 4.778 0.113 0.570
OD6
Willingness of employees to increase their productivity assists with 
avoiding business failure.
37.804 4.746 0.223 0.536
OD7
By maintaining good customer relations assists to avoid business 
failure
37.176 3.910 0.475 0.454
OD8
If customers are lost, to actively seek new customers assists with 
avoiding business failure.
37.098 4.128 0.354 0.495
OD9
Efficiency of your business' value chain is a critical success factor 
for your business.
37.725 4.591 0.224 0.537
OD10
Good access to resources is a critical success factor for your 
business
37.647 4.621 0.352 0.509
Cronbach's Alpha Coefficient for Organisational Design
Summary for scale: Mean=41,7451 Std.Dv.=2,34813 Valid N:51 
Cronbach alpha: 0,557136 Standardized alpha: 0,614619
Average inter-item corr.: 0,146124
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TABLE 4.12: CRONBACH'S ALPHA COEFFICIENT FOR ORGANISATIONAL 
DESIGN (EXCL.OD4) 
 
4.3.8 Summary 
Table 4.13 below summarises the Cronbach’s Alpha Coefficients for the dependent 
variable, namely, Business Failure and the independent variables, namely, Financial 
Analysis, Risk Management, Innovation, Technology Management and Organisational 
Design. The scores are all at an acceptable reliability while Technology Management 
is at an excellent reliability level. 
TABLE 4.13: CRONBACH'S ALPHA COEFFICIENTS 
 
  
Code Question
Mean if 
(deleted)
Var. if 
(deleted)
Itm-Totl 
(Correl.)
Alpha if 
(deleted)
OD1
Investing more in training and upskilling your staff assists in avoiding 
business failure
33.588 4.085 0.482 0.569
OD2 Retention of quality employees assists in avoiding business failure 33.627 4.430 0.546 0.582
OD3
A business owner that has industry experience and management 
experience assists in avoiding business failure.
32.902 4.637 0.146 0.642
OD5
By structuring your business to better match skill with the changing 
environment assists with avoiding business failure.
33.922 4.268 0.222 0.632
OD6
Willingness of employees to increase their productivity assists with 
avoiding business failure.
33.647 4.307 0.327 0.602
OD7
By maintaining good customer relations assists to avoid business 
failure
33.020 3.862 0.388 0.585
OD8
If customers are lost, to actively seek new customers assists with 
avoiding business failure.
32.941 3.977 0.316 0.607
OD9
Efficiency of your business' value chain is a critical success factor 
for your business.
33.569 4.324 0.234 0.626
OD10
Good access to resources is a critical success factor for your 
business
33.490 4.368 0.357 0.598
Summary for scale: Mean=37,5882 Std.Dv.=2,29065 Valid N:51
Cronbach alpha: 0,633128 Standardized alpha: 0,669565
Average inter-item corr.:  0,193864
Cronbach's Alpha Coefficient for Organisational Design (excluding OD4)
Cronbach's Alpha Coefficients for the variables
Factor Alpha n*
Business Failure 0.57 51
Financial Analysis 0.56 51
Risk Management 0.67 51
Innovation 0.54 51
Technology Management 0.88 51
Organisational Design 0.63 51
* Number of complete cases used for calculation of alpha
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4.4 DESCRIPTIVE STATISTICS ON VARIABLES 
4.4.1 Business Failure 
Table 4.14 below represents the count frequency as a percentage of respondents who 
either disagreed, were neutral, agreed or strongly agreed with what have been 
identified as critical success factors to avoid business failure from the literature review 
for this survey of respondents. 
TABLE 4.14: BUSINESS FAILURE SURVEY RESULTS 
 
For the survey questions relating directly to business failure, Financial Analysis was 
clearly a critical success factor as 90.2% of respondents agreed, only 2% were neutral 
and 7.8% strongly agreed. 
Risk Management is also a critical success factor as 84.3% of respondents agreed, 
13.7% strongly agreed and only 2% were neutral. 
Innovation was also a critical success factor as 17.6% of respondents strongly agreed, 
60.8% agreed, only 9.8% were neutral and 11.8% disagreed. 
Technology Management is critical for the success of some businesses as this variable 
resulted in the highest percentage of respondents from the survey that strongly agreed, 
(21.6% of respondents), 25.5% of respondents agreed, 15.7% of respondents were 
neutral and 37.2% disagreed.  
Technology Management also had the highest percentage of respondents who 
disagreed that the variable was not a critical success factor in avoiding business failure. 
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The respondents’ businesses that are not capital intensive but rather labour intensive, 
and where their operations are not highly IT driven, but more so driven by people 
performance, would probably not have considered Technology Management as critical 
for the success of the business.   
Organisational Design appears to be not as critical as the aforementioned as there 
were no respondents who strongly agreed, with 56.9% of respondents agreeing, 37.3% 
were neutral and 5.8% disagreeing that Organisational Design is a critical success 
factor. 
It is, however, clear that a critical success factor framework can assist in avoiding 
business failure as 86.3% of respondents agreed as such and 13.7% of respondents 
strongly agreed. 
When reviewing the mean, median and mode for this construct of questions regarding 
business failure the independent variables, if ranked from most important or most 
critical to least critical, would be ranked as follows: 
a. Risk Management 
b. Financial Analysis 
c. Innovation 
d. Organisational Design 
e. Technology Management 
4.4.2 Financial Analysis 
Table 4.15 below represents the count frequency as a percentage of respondents who 
either strongly disagreed, disagreed, were neutral, agreed or strongly agreed with what 
has been identified as critical success factors within the independent variable of 
Financial Analysis from the literature review for this survey of respondents. 
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TABLE 4.15: FINANCIAL ANALYSIS SURVEY RESULTS 
 
From this survey 76.5% of respondents agreed, 15.7% strongly agreed and 7.8% were 
neutral with regard to frequent financial analysis of predetermined forecasts compared 
to actual results assisting in avoiding business failure. 
It appeared from the survey that most of the respondents may not be aware of Altman’s 
Financial Distress Model, as 70.6% were neutral with regards to its application to assist 
in avoiding business failure.   Only 17.6% of respondents agreed and 11.8% disagreed 
with using Altman’s financial distress model to avoid business failure.                                                                            
In the case of financial analysis of the Value-added statement, 54.9% of respondents 
were neutral as to whether it assisted in avoiding business failure. However, 15.7% of 
respondents agreed, 25.5% disagreed and 3.9% strongly disagreed. 
Strongly 
Disagree Disagree Neutral Agree
Strongly 
Agree Mean Median Mode
FIN1
Frequent financial analysis of 
predetermined forecasts compared to 
actual results assists you in avoiding 
business failure. 0.0% 0.0% 7.8% 76.5% 15.7% 4.078 4 4
FIN2
Application of Altman’s Financial Distress 
Model assists you to avoid business 
failure.                                                                              0.0% 11.8% 70.6% 17.6% 0.0% 3.059 3 3
FIN3
Financial analysis of the Value-added 
statement assists you to avoid business 
failure. 3.9% 25.5% 54.9% 15.7% 0.0% 2.824 3 3
FIN4
Analysis of cash flow ratios assists you to 
avoid business failure. 0.0% 0.0% 13.7% 80.4% 5.9% 3.922 4 4
FIN5
If you were to maintain a positive net cash 
flow at all times in your business this 
would ensure avoiding business failure. 0.0% 0.0% 0.0% 3.9% 96.1% 4.961 5 5
FIN6
Financial ratio analysis of projected 
financial data assists you to avoid 
business failure. 0.0% 2.0% 35.3% 58.8% 3.9% 3.647 4 4
FIN7
Maintaining effective estimating and 
accounting functions assists you to avoid 
business failure. 0.0% 3.9% 11.8% 80.4% 3.9% 3.843 4 4
FIN8
Monitoring liquidity assists you to avoid 
business failure. 0.0% 0.0% 2.0% 90.2% 7.8% 4.059 4 4
FIN9
Avoiding high gearing assists you to avoid 
business failure. 0.0% 3.9% 19.6% 76.5% 0.0% 3.726 4 4
FIN10
Achieving appropriate returns on operating 
resources assists you to avoid business 
failure. 0.0% 0.0% 5.9% 68.6% 25.5% 4.196 4 4
FIN11
Controlling income or in other words to 
ensure effective debt management assists 
you to avoid business failure. 0.0% 0.0% 3.9% 76.5% 19.6% 4.157 4 4
Survey Questions:  Financial Analysis
Likert Scale
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From the survey, respondents believed analysis of cash flow ratios assists in avoiding 
business failure, where 80.4% of respondents agreed, 5.9% strongly agreed and 
13.7% were neutral. 
To maintain a positive net cash flow at all times in a business came out from the survey 
as critical in avoiding business failure. Of the respondents 96.1% strongly agreed and   
3.9% agreed that to ensure a positive net cash flow is key to a successful business. 
Most of the respondents agreed that a financial ratio analysis of projected financial 
data assists one in avoiding business failure, where 58.8% of respondents agreed and 
3.9% strongly agreed. However, 35.3% were neutral and 2% disagreed.  
Maintaining effective estimating and accounting functions was considered important 
by respondents in assisting in avoiding business failure since 80.4% agreed and 3.9% 
strongly agreed. Only 11.8% were neutral and 3.9% disagreed that it was a critical 
success factor. 
Of the respondents 90.2% agreed and 7.8% strongly agreed that monitoring liquidity 
assisted in avoiding business failure, whereas only 2% were neutral. 
Avoiding high gearing was considered by 76.5% of respondents to assist with avoiding 
business failure. In response to this item, 19.6% of respondents were neutral and 3.9% 
disagreed. 
Of the respondents 68.6% agreed and 25.5% strongly agreed that achieving 
appropriate returns on operating resources assists in avoiding business failure.  Only 
5.9% were neutral in this question.  
Controlling income, or in other words, ensuring effective debt management was 
considered important by respondents for avoiding business failure as 76.5% agreed 
and 19.6% strongly agreed. Only 3.9% were neutral in considering it a critical success 
factor. 
From the construct of questions under Financial Analysis to maintain a positive net 
cash flow at all times in a business, this factor achieved the highest mean, median and 
mode which, therefore, were seen in the survey as critical in avoiding business failure.  
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4.4.3 Risk Management 
Table 4.16 below represents the count frequency as a percentage of respondents who 
either strongly disagreed, disagreed, were neutral, agreed or strongly agreed with what 
was identified as critical success factors within the independent variable of Risk 
Management from the literature review for this survey of respondents. 
TABLE 4.16: RISK MANAGEMENT SURVEY RESULTS 
 
From this survey 84.3% of the respondents agreed and 5.9% strongly agreed that 
implementing and monitoring of internal controls in the business assists in avoiding 
business failure.  Only 7.8% of respondents were neutral and 2% disagreed. 
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Most of the respondents agreed that implementing and monitoring a performance 
management system in their business assisted in avoiding business failure, as 64.7% 
agreed and 5.9% strongly agreed.  However 23.5% were neutral and 5.9% disagreed 
that a performance management system was a critical success factor. 
Tracking performance in operations was considered important to avoid business failure 
as 72.5% of respondents agreed and 17.7% strongly agreed while only 9.8% were 
neutral. 
Implementation of a Total Quality Management System (TQM) to improve performance 
was not considered as important in avoiding business failure since only 45.1% of 
respondents agreed and 2% strongly agreed.  Of the respondents 43.1% were neutral 
and 9.8% disagreed that TQM was a critical success factor. 
Taking on new business without causing financial distress and yet still remaining 
competitive was considered by respondents as a critical success factor as 64.7% 
strongly agreed and 21.6% agreed.  Only 9.8% were neutral and 3.9% disagreed. 
Keeping up with customer demand was seen as a critical success factor for 76.5% of 
respondents strongly agreed and 19.6% agreed, only 3.9% were neutral. 
Managing the business' external stakeholders, for example customers and suppliers 
was considered critical to the success of the business, where 76.5% of respondents 
strongly agreed, 19.6% agreed and 3.9% were neutral. 
Managing the business’ internal stakeholders, for example, employees was not 
considered as important in relation to external stakeholders by respondents since only 
2% strongly agreed and 76.5% agreed with 17.6% neutral and 3.9% disagreeing that 
it was critical for success. 
From this survey, 49% of respondents strongly agreed and 45.1% agreed that building 
relationships with stakeholders was critical to the success of the business.  Only 2% 
were neutral and 3.9% disagreed. 
The respondents believe that building trust with stakeholders was more important as 
54.9% strongly agreed, 43.1% agreed and 2% were neutral. 
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Identifying risks to the business was considered by 11.8% of respondents strongly and 
86.2% of respondents agreed that it assists one to avoid business failure. Only 2% 
were neutral. 
Implementing mitigating factors to minimise risks in the business was considered 
critical by all respondents where 15.7% strongly agreed and 84.3% agreed that it 
assists in avoiding business failure. 
Taking on business without causing financial distress, keeping up with customer 
demand and managing external stakeholders by building trust with them - had the 
highest mean, median and mode. Therefore they are seen as critical success factors. 
4.4.4 Innovation 
Table 4.17 below represents the count frequency as a percentage of respondents who 
either strongly disagreed, disagreed, were neutral, agreed or strongly agreed with what 
has been identified as critical success factors within the independent variable of 
Innovation from the literature review for this survey of respondents. 
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TABLE 4.17: INNOVATION SURVEY RESULTS 
 
From this survey most of the respondents were neutral at 52.9% that before introducing 
a new product to a target market the economic environment should be considered by 
the business owner in order to avoid business failure. Of the respondents 5.9% strongly 
agreed, 29.4% agreed and 11.8% disagreed. 
Most of the respondents agreed at 43.2% and 9.8% strongly agreed that by being 
aware of who the competitors are, this would assist in avoiding business failure. Of the 
respondents 39.2% were neutral and 7.8% disagreed that merely being aware of ones 
competitors would not necessarily assist in avoiding business failure. 
By being aware of what is being offered by competitors to ones customers was 
considered critical to assist in avoiding business failure as 39.2% of the respondents 
strongly agreed and 45.1% agreed. Only 13.7% were neutral and 2% disagreed. 
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The respondents strongly agreed at 39.2% and 47.0% agreed that if one was aware 
of what competitors were doing and responded appropriately, this could avoid business 
failure. Only 11.8% were neutral and 2% disagreed. 
Of the respondents, a resounding 72.5% strongly agreed and 23.5% agreed that one’s 
business needed to be at the top of the customers’ consideration to avoid business 
failure.  Only 2% were neutral and 2% disagreed. 
Most respondents were neutral at 60.8% and only 17.6% agreed that a business 
without a niche market would have a higher chance of failure than one with a niche 
market, whereas 21.6% disagreed. 
Business Process Reengineering (BPR) was considered important by 5.9% of 
respondents who strongly agreed and 37.2% who agreed that it was necessary to be 
innovative and, therefore, assisted one in avoiding business failure. Most respondents 
at 47.1% were neutral and 9.8% disagreed. Therefore, BPR was is not viewed as so 
important in avoiding business failure. 
Most respondents agreed at 80.4%, and 3.9% strongly agreed, that a business which 
applies quality management in their business processes has more chance to survive 
turbulence in their environment, whereas only 15.7% were neutral. 
Therefore being at the top of ones customers’ consideration was a critical success 
factor as it had the highest mean, median and mode. 
4.4.5 Technology Management 
Table 4.18 below represents the count frequency as a percentage of respondents who 
either strongly disagreed, disagreed, were neutral, agreed or strongly agreed with what 
had been identified as critical success factors within the independent variable of 
Technology Management from the literature review for this survey of respondents. 
  
P a g e  86 
TABLE 4.18: TECHNOLOGY MANAGEMENT SURVEY RESULTS 
 
From this survey 13.7% of respondents strongly agreed and 23.5% agreed that if one 
were to upgrade equipment and the IT system, it would assist the business in avoiding 
business failure. Most of the respondents at 54.9% disagreed and 2% strongly agreed. 
In terms of the business’ process information needs, 21.6% of respondents strongly 
agreed and 13.7% agreed that it was necessary to have a technology edge over the 
competition to avoid business failure. However 47.0% of respondents disagreed and 
2% strongly disagreed that it was necessary to have a technology edge, whereas 
15.7% were neutral.   
Most of respondents at 33.3% disagreed and 25.5% were neutral that a business that 
has the ability to develop and sustain its technology edge had a better chance of 
success, whereas 19.6% of respondents strongly agreed and 21.6% agreed. 
A business that had the ability to develop and sustain its technology edge had a better 
chance of success and had the highest mean, median and mode for the construct of 
questions under Technology Management. 
Table 4.19 below demonstrates the relationship from this survey of the respondents by 
SMME sector and the response to question 5 (Coded TM1). 
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TABLE 4.19: THE RELATIONSHIP OF SMME SECTOR AND UPGRADING 
TECHNOLOGY 
 
It can be seen from Table 4.19 that respondents from SMMEs in the Trade sector at 
11.8%, Accommodation sector at 9.8%, Business Services sector at 11.8% and other 
sectors at 13.7% did not see the need to upgrade equipment or the IT systems they 
were using. 
Yet there were some respondents from SMMEs in the Business Services sector at 
7.8% that strongly agreed and 3.8% that agreed on the need to upgrade technology. 
In the Construction sector respondents are at both ends of the spectrum at 5.9% that 
disagreed and 5.9% that agreed. 
4.4.6 Organisational Design 
Table 4.20 below represents the count frequency as a percentage of respondents who 
either strongly disagreed, disagreed, were neutral, agreed or strongly agreed with what 
has been identified as critical success factors within the independent variable of 
Organisational Design from the literature review for this survey of respondents. 
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TABLE 4.20: ORGANISATIONAL DESIGN SURVEY RESULTS 
 
From the survey 9.8% of respondents strongly agreed and 80.4% agreed that investing 
more in training and upskilling of staff assists in avoiding business failure and only 
9.8% were neutral. 
Retention of quality employees was considered critical to assist in avoiding business 
failure, where 2% of respondents strongly agreed and 92.1% agreed whereas only 
5.9% were neutral. 
A business owner that had industry experience and management experience was 
considered critical to assist in avoiding business failure, as 68.6% strongly agreed and 
31.4% agreed. 
A business owner that has good local knowledge of the local business environment 
was considered critical to assist in avoiding business failure, as 29.4% strongly agreed 
and 58.8% agreed.  Only 9.8% were neutral and 2% disagreed. 
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Of the respondents 2% strongly agreed, 66.6% agreed, 27.5% were neutral and 3.9% 
disagreed that structuring the business to better match skill with the changing 
environment assisted with avoiding business failure. 
Most respondents agreed at 84.3% and 5.9% strongly agreed that the willingness of 
employees to increase their productivity assisted with avoiding business failure, 
whereas 7.8% were neutral and 2% disagreed. 
Maintaining good customer relations was considered critical to assist in avoiding 
business failure as 60.8% strongly agreed and 37.2% agreed whereas only 2% 
disagreed. 
If customers are lost, the business owner should actively seek new customers’ as this 
was considered critical to avoid business failure for 72.5% of respondents strongly 
agreed and 19.7% agreed whereas 7.8% were neutral. 
Efficiency of a business' value chain was considered a critical success factor for a 
business as 15.7% of respondents strongly agreed and 70.6% agreed whereas 13.7% 
were neutral. 
Good access to resources was considered a critical success factor for a business as 
13.7% of respondents strongly agreed and 82.4% agreed, whereas 3.9% were neutral. 
Therefore, industry and management experience, maintaining good customer relations 
and actively seeking new customers had the highest mean, median and mode which 
highlights their importance in the construct of questions under Organisational Design. 
4.5 INFERENTIAL STATISTICS 
4.5.1 Results of Correlation 
Pearson’s correlation coefficient is a measure of association which summarises the 
strength of association between two quantitative variables. 
According to Collis and Hussey (2014) correlation offers additional information about 
an association between two quantitative variables since it measures the direction and 
strength of any linear relationship between them (Collis & Hussey, 2014). 
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Table 4.21 below represents the strength and type of relationship for the correlation 
coefficient denoted as r. 
TABLE 4.21: PEARSON'S CORRELATION COEFFICIENT 
 
Source: Collis & Hussey, 2014 
The results of Pearson’s Correlation Coefficient for this survey or study are shown in 
Table 4.22 below. 
TABLE 4.22: RESULTS OF PEARSON'S CORRELATION COEFFICIENT FOR 
THIS STUDY 
 
The correlations between all independent variables were positive and as such have a 
positive relationship with each other.  Financial Analysis has a strong or very high 
Guidelines for interpreting a correlation coefficient (r):
 -1.0 to -0.5 Strong negative relationship
 -0.5 to -0.3 Moderate negative relationship
 -0.3 to -0.1 Weak negative relationship
 -0.1 to 0.1 No or very weak relationship
 0.1 to 0.3 Weak positive relationship
 0.3 to 0.5 Moderate positive relationship
 0.5 to 1.0 Strong positive relationship
Pearson's Correlation Coefficient
Financial 
Analysis
Risk 
Management
Innovation
Technology 
Management
Organisational 
Design
Financial Analysis 1.000 0.998 0.778 0.887 0.703
Risk Management 0.998 1.000 0.771 0.891 0.699
Innovation 0.778 0.771 1.000 0.688 0.462
Technology Management 0.887 0.891 0.688 1.000 0.422
Organisational Design 0.703 0.699 0.462 0.422 1.000
 Variable
Correlations 
Marked correlations are significant at p < ,05000
N=51 (Casewise deletion of missing data)
Pearson's Correlation Coefficient
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correlation with Risk Management at 0.998 and with Technology Management at 
0.887. 
Financial analysis also has a strong positive relationship with Innovation at 0.778 and 
with Organisational Design at 0.703. 
Risk Management also has a strong positive relationship with Innovation at 0.771, 
Technology Management at 0.891 and Organisational Design at 0.699. 
Innovation has a strong positive relationship with Risk Management at 0.771 and 
Technology Management at 0.688. However, Innovation has only a moderate positive 
relationship with Organisational Design at 0.462. 
Technology Management has a strong positive relationship with Risk Management at 
0.891 and Innovation at 0.688. However, Technology Management has a moderate 
positive relationship with Organisational Design at 0.422. 
Therefore there are moderate to strong positive relationships reflected in the high 
correlations between the independent variables for the critical success factor 
framework. 
Table 4.23 below contains the results of correlations for the dependent variable, 
namely Business Failure and its correlation with the independent variables. 
TABLE 4.23: BUSINESS FAILURE CORRELATIONS 
 
  
Financial 
Analysis
Risk 
Management
Innovation
Technology 
Management
Organisational 
Design
Business Failure 0.789106 0.792193 0.526271 0.892021 0.341547
 Variable
Correlations 
Marked correlations are significant at p < 0,05000
N=51 (Casewise deletion of missing data)
Business Failure Correlations
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What these results are revealing is that there is a strong positive correlation between 
Business Failure and Financial Analysis at r = 0.789106. Therefore, the more financial 
analysis that is performed, the greater chance one has of avoiding business failure.   
There is a strong positive relationship between Business Failure and Risk 
Management at r = 0.792193. Therefore, the more one manages the risk in the 
business, the more it assists in avoiding business failure.  
There is a strong, positive relationship between Business Failure and Innovation at r = 
0.526271. Therefore, the more one innovates in the business, the more it assists in 
avoiding business failure. 
There is a very strong, positive relationship between Business Failure and Technology 
Management at r = 0.892021. Therefore, the more one manages technology in the 
business, the more it assists in avoiding business failure. 
There is a moderate, positive relationship between Business Failure and 
Organisational Design at r = 0.341547. Therefore, the more business owners and 
management were to invest in training and upskilling their staff, the more it would assist 
in avoiding business failure. The better they were to structure the business to better 
match skills with the changing environment the more it would assist with avoiding 
business failure. 
4.5.2 Results of the Multiple Regression Analysis 
Multiple regression analyses associative relationships between one dependent 
variable and one or more independent variables. According to Collis and Hussey 
(2014) regression goes further than correlation by giving an indication of the ability of 
an independent variable to predict an outcome in a dependent variable where there is 
a linear relationship between them (Collis & Hussey, 2014). 
The co-efficient of determination (R²) measures the proportion (or %) of variation in the 
dependent variable, namely Business Failure that is explained by the independent 
variable, namely Financial Analysis, Risk Management, Innovation, Technology 
Management and Organisational Design. Therefore, when R² is between 0 and 0.5 
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(50%) there is weak correlation, at 0.5 there is moderate correlation and between 0.5 
and 1 (100%) there is strong correlation and at 1 there is perfect correlation. 
The regression coefficient (beta – b*) for each independent variable is the marginal 
rate of change in the dependent variable for a unit of change in the specific 
independent variable, assuming the other independent variables remain constant 
(Wegner, 2016). 
The population correlation coefficient is the p-value. The null hypothesis states that 
there is no relationship between the independent variable and dependent variable in 
the population and where p is equal to zero (p=0). If p is less than 0.05 (p<0.05) then 
there is evidence to reject the null hypotheses. 
Table 4.24 below represents the Regression analysis summary for the dependent 
variable, namely Business Failure for this study in relation to the independent variables. 
TABLE 4.24: BUSINESS FAILURE REGRESSION ANALYSIS 
 
Therefore, in this study the model has strong correlation where R² > 0.5 at 0.80409497. 
Therefore, there is strong influence of Financial Analysis, Risk Management, 
Innovation, Technology Management and Organisational Design on Business Failure. 
All the independent variables collectively explain 80.4% in the variance of Business 
Failure. 
There is a significant linear relationship between Innovation (0.01576; p<0.05) and 
Business Failure, as well as Technology Management (0.00011; p<0.05) and Business 
b* Std.Err. 
(of b*)
b Std.Err. 
(of b)
t(45) p-value
Financial Analysis 0.864 1.001 1.265 1.466 0.863 0.39278
Risk Management -0.420 1.000 -0.628 1.495 -0.420 0.67625
Innovation -0.260 0.104 -0.267 0.107 -2.509 0.01576
Technology Management 0.750 0.177 0.621 0.147 4.227 0.00011
Organisational Design -0.168 0.115 -0.244 0.167 -1.461 0.15093
 N=51
Regression Summary for Dependent Variable: Business Failure
R= 0,90757119 R²= 0,82368547 Adjusted R²= 0,80409497
F(5,45)= 42,045 p< 0,00000 Std.Error of estimate: 0,16329
Business Failure Regression Analysis
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Failure.  Therefore Innovation and Technology Management are significant predictors 
of Business Failure.  
However, there is a positive but non-significant relationship between Financial Analysis 
(0.39278; p>0.05) and Business Failure.  
There is a negative but non-significant relationship between Risk Management 
(0.67625; p>0.05) and Business Failure.  
There is a negative but non-significant relationship between Organisational Design 
(0.15093; p>0.05) and Business Failure. 
Therefore, Financial Analysis, Risk Management and Organisational Design do not 
have significant influence on Business Failure. 
4.6 CHAPTER SUMMARY 
When reviewing the mean, median and mode for the construct of questions regarding 
Business Failure, the independent variables, if ranked from most important or most 
critical to least critical then the ranking would be as follows: 
a. Risk Management 
b. Financial Analysis 
c. Innovation 
d. Organisational Design 
e. Technology Management 
When reviewing the results of the statistical analysis of the independent variables in 
relation to the dependent variable, namely Business Failure, if ranked from most 
important or most critical to least critical then the ranking would be as follows: 
a. Technology Management 
b. Innovation 
c. Organisational Design 
d. Financial Analysis 
e. Risk Management 
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CHAPTER 5 
DISCUSSION, CONCLUSIONS AND RECOMMENDATIONS 
5.1  INTRODUCTION 
This chapter provides the discussion, conclusions and recommendations from the 
study.  Conclusions are drawn from the statistical analysis of the research on the null 
and alternative hypotheses.  Thereafter a framework of critical success factors is 
summarised to avoid business failure. 
5.2 CONCLUSION ON NULL AND ALTERNATIVE HYPOTHESES 
Financial analysis 
• The null hypothesis: H1o: There is no significant relationship between financial 
analysis and avoiding business failure. 
• The alternative hypothesis: H1: There is a significant relationship between 
financial analysis and avoiding business failure. 
According to the statistical analysis, Financial Analysis has a p-value of 0.39278 
(p>0.05) which means the variable is not statistically significant in explaining Business 
Failure.  The evidence fails to reject the null hypothesis, therefore, Financial Analysis 
has no significant influence over Business Failure and as such there is no significant 
relationship between financial analysis and avoiding business failure.  
Risk management 
• The null hypothesis: H2o: There is no significant relationship between risk 
management and avoiding business failure. 
• The alternative hypothesis: H2: There is a significant relationship between risk 
management and avoiding business failure. 
According to the statistical analysis Risk Management has a p-value of 0.67625 
(p>0.05) which means the variable is not statistically significant in explaining Business 
Failure.  The evidence fails to reject the null hypothesis, therefore, Risk Management 
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has no significant influence over Business Failure and as such there is no significant 
relationship between risk management and avoiding business failure. 
Innovation 
• The null hypothesis: H3o: There is no significant relationship between 
innovation and avoiding business failure. 
• The alternative hypothesis: H3: There is a significant relationship between 
innovation and avoiding business failure. 
According to the statistical analysis, Innovation has a p-value of 0.01576 (p<0.05) 
which means the variable is statistically significant in explaining Business Failure.  The 
evidence rejects the null hypothesis, therefore, Innovation influences Business Failure 
and as such there is a significant relationship between innovation and avoiding 
business failure. 
Technology management 
• The null hypothesis: H4o: There is no significant relationship between 
technology management and avoiding business failure. 
• The alternative hypothesis: H4: There is a significant relationship between 
technology management and avoiding business failure. 
According to the statistical analysis Technology Management has a p-value of 0.00011 
(p<0.05) which means the variable is statistically significant in explaining Business 
Failure.  The evidence rejects the null hypothesis, therefore Technology Management 
influences Business Failure and as such there is a significant relationship between 
technology management and avoiding business failure. 
Organisational design 
• The null hypothesis: H5o: There is no significant relationship between 
organisational design and avoiding business failure. 
• The alternative hypothesis: H5: There is a significant relationship between 
organisational design and avoiding business failure. 
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According to the statistical analysis Organisational Design has a p-value of 0.15093 
(p>0.05) which means the variable is not statistically significant in explaining Business 
Failure.  The evidence fails to reject the null hypothesis, therefore Organisational 
Design has no influence over Business Failure and as such there is no significant 
relationship between organisational design and avoiding business failure. 
5.3 FRAMEWORK OF CRITICAL SUCCESS FACTORS TO AVOID BUSINESS 
FAILURE 
Table 5.1 below details the Critical Success Factors per category identified from this 
study by way of the literature review of academic journals and a survey conducted with 
business owners or management of SMMEs that operate predominantly in the Eastern 
Cape of South Africa. 
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TABLE 5.1: CRITICAL SUCCESS FACTORS FRAMEWORK 
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What has clearly been identified from this study is that Technology Management and 
Innovation have a significant influence in avoiding business failure. 
It is critical to be innovative in the business in an uncertain macro-economic 
environment such as that in South Africa. 
It is critical to be innovative in the way one operates the business in South Africa, yet 
still containing costs. 
Business owners and management need to be innovative to expand their business to 
increase revenue yet need to contain expenditure to generate profit and, as such, to 
remain sustainable into the future. 
Technology Management has the most influence in avoiding business failure. In terms 
of the SMME sector demographics of this study 25.5% of the respondents are in the 
Business services sector and typically need to manage their technology to achieve a 
competitive advantage.  For example, a printer/copier hiring and maintenance 
business would need to offer the latest technology, or an accounting business would 
need to maintain accounting software reflecting the latest accounting standards.    
5.4  RESEARCH QUESTIONS’ ANSWERS 
5.4.1  Financial Analysis 
If business owners and management perform financial analysis would it assist with 
avoiding business failure? 
Financial analysis is necessary for a business owner to understand that the business 
is operating in a positive net cash flow. However, it does not have a significant influence 
on avoiding business failure.  It would, therefore, assist with understanding where the 
business is going in terms of financial performance.  Financial analysis will not, for 
example, ensure that a business retains key customers; something which may be the 
lifeblood of the business.    
5.4.2 Risk Management 
If business owners and management implement and monitor internal controls in their 
business would it assist with avoiding business failure? 
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Implementing and monitoring internal controls in a business would assist to ensure 
there is no material losses in a business. However, emphasis is more on taking on new 
business without causing financial distress, keeping up with customer demand and 
managing external stakeholders to avoid business failure. 
If by implementing and monitoring a performance management system, would that 
assist with avoiding business failure?  
Most respondents from this survey agreed that a performance management system 
would assist in avoiding business failure. 
Do business owners and management consider it critical to identify risks to their 
organisation and consider what controls and mitigating factors can be implemented to 
avoid business failure?  
Most respondents from this survey agreed that risk identification and risk minimisation 
can assist with avoiding business failure. 
5.4.3 Innovation 
If business owners and management are aware of their competitors and what is being 
offered by their competitors to customers could business failure be avoided? 
From this survey there was strong agreement that to be on the top of customers’ 
consideration would avoid business failure.  Therefore, to be in such a position a 
business would have a competitive advantage over the rest of the competition.  To 
have a competitive advantage would certainly mean that there is awareness of what is 
being offered by competitors to customers. 
Are business owners innovative in the way they do business to meet customer 
requirements? 
Business owners would need to be innovative in their business to have a competitive 
advantage and, as such, exceed customers’ increasing expectations. 
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5.4.4 Technology Management 
If business owners and management upgrade equipment and the IT systems, would 
this avoid business failure? 
From the statistical analysis of the research performed in this study, it was found that 
technology management has a significant influence on business failure and, as such, 
upgrading equipment and IT systems in a business directly influences a business’ 
ability to avoid business failure. 
5.4.5 Organisational Design 
If business owners and management were to invest more in training and upskilling their 
staff, would this assist in avoiding business failure? 
Most respondents in this survey agreed that training and upskilling of staff would assist 
in avoiding business failure. 
If the organisation were structured to better match skills with the changing environment, 
would that assist with avoiding business failure? 
Most respondents in this survey agreed that to structure the organisation to better 
match skills with the changing environment would assist with avoiding business failure. 
5.5   LIMITATIONS OF THE STUDY 
The respondents in this survey were predominantly operating in the Eastern Cape 
province of South Africa.  Therefore, the results of the survey may not be indicative of 
the SMMEs operating in the other provinces in South Africa. 
Due to the different economic environments between countries, this research may not 
be indicative of critical success factors for SMMEs in other countries. 
The research conducted was limited to membership of the BKCOB and there are many 
SMMEs that are not members of the BKCOB.   
There were only 51 respondents in this survey, which is a small sample of a much 
greater population and which may not be representative of the population. 
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From the demographics it can be seen that there were no respondents in some of the 
SMME sectors and, as such, the sample was not representative of all SMME sectors. 
This research study did not consider the influence of the macro-economic environment, 
government decisions and government assistance on the success of SMME 
businesses.  
5.6 FUTURE RESEARCH 
It is, therefore, recommended that such research be conducted in other provinces in 
South Africa and in other countries. 
Future research should also strive to include greater numbers of respondents from all 
SMME sectors in order to achieve a more indicative sample of the population. 
It is also recommended that the impact of the macro-economic environment, 
government decisions and government assistance on business failure of SMMEs, be 
considered in future research. 
To determine whether government assistance is a critical success factor for SMMEs. 
5.7 CONCLUSION 
The purpose of this study was to develop a comprehensive framework to forecast that 
a business is entering a distressed situation and to identify the warning signs to look 
out for before it is too late to turn the business around in order to maintain a sustainable 
future. 
The possible solution lies in what business owners and management can do, and look 
out for, to avoid business failure.  The intended contribution of the study was to design 
a framework for most businesses, especially SMMEs, to follow to avoid business 
failure. 
Therefore, it can be seen from this study that it is critical for business owners and 
management to be innovative in their business to achieve competitive advantage and, 
as such, remain sustainable. Stakeholder relationships are critical to achieving a 
competitive advantage. 
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Financial Analysis, Technology Management, Innovation, Organisational Design and 
Risk Management are interrelated and are very inter-dependent when seeking to avoid 
business failure. 
However, innovation and technology management have a significant influence on 
business failure and, as such, are critical to the success of the business. 
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